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ACCOUNTING: KIN TO THE HUMANITIES? 


James L. CULLATHER 
Associate Professor, University of Notre Dame 


of the patronizing glance. Usually 

they get it from the scholars ia the 
Liberal Arts. Especially and amusingly, 
they get it from their friends in Economics. 
And they even get it from their colleagues 
in other business areas. Life, apparently, 
including university life, is bearable only 
if one can see someone below. No doubt 
accounting teachers too assume a superior 
air on occasion but the defensive stance is 
typical. Accounting, one must face it, is 
regarded as a narrow gauge subject in a 
harrow gauge area. 

William H. Whyte, Jr., in his The Organ- 
ization Man says, ‘Theoretically a man 
could major in business and still learn a lot 
about the humanities. But it would take 
some doing.’”* Words as these, uttered 
frequently in recent years, have given 
business educators pause. By and large, 
in the past, they felt that the problem of 
giving the undergraduate a broad educa- 
tion and certain business skills was not 
insoluble. But they admitted too that 
often the problem was not solved. And 
they had doubts about the continued pos- 
sibility of its solution. 

In present ponderings there is soul 
searching about the broadening character 
of business courses and their liberal con- 
tent. Business educators probably never 
have felt that it was only in designated 
liberal areas that a business student re- 


Too: of accounting are well aware 


ceived a liberal education. They would 
say that one should not overlook the intel- 
lectual content of the body of business 
knowledge. Some, probably few, would 
rest their case on the proposition that 
“What is taught is not so important as 
the way it is taught.” But stocks and 
bonds are no match for Emerson and 
Thoreau. One defense centers around the 
fact that business decision-making is a 
creative activity. Simulated problems and 
case work which partake of this activity, 
it is felt, often accomplish the desired re- 
sult of the liberal arts course. The hard 
fact, however, which always must be 
faced, is that business courses are not the 
best devices for producing the liberally 
educated individual. Given then that a 
student in many business colleges can take 
a solid core of business courses surrounded 
by a group of near-business courses bear- 
ing liberal tags, the question arises as to 
when he will gain the perspective that he 
would have found in the humanities. Con- 
signing business studies to graduate status 
seems an individual rather than a univer- 
sal solution. Teachers caught in the here 
and now may be looking for something 
else to grasp. Part of that something may 
be the reassurance that, although they 
are not in the humanities, they are not far 
away. 


1 Whyte, William H., Jr., The Organisation Man 
(New York: Simon and Shuster, Inc., 1956) p. 94. 
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The accounting teacher is well aware, 
though others are not, that his subject, 
far from being narrow, is virtually limit- 
less in its breadth. At any moment, the 
accounting teacher understands that his 
lecture is touching on law, economics, 
labor relations, public finance, and a host 
of other areas. What he probably realizes 
too, though he has seldom voiced, is that 
accounting, perhaps more than other busi- 
ness subjects, has direct avenues to the 
humanities. His awareness of this is virtu- 
ally certain because he is one of a group 
with pronounced leanings toward litera- 
ture. Of the average accountant’s literary 
interest, research has shown that he is 
. considerably more interested in this 
area than is the average person.’” If this is 
true of the average accountant, the interest 
is probably compounded for the account- 
ing teacher. The liberal leanings of the 
teacher, however, may be bound in the 
strait jacket of subject. But accounting is 
no strait jacket. On the contrary, it opens 
the way to liberal expanses. 

Someone may take issue with the ob- 
servation that accounting can lift the 
student to the world of ideas and pose for 
him the issues of man in the universe. 
Aren’t work-sheets, journals, registers, 
and the like the stuff which tie us all to the 

petty, humdrum things of earth? Who is 
able to look at ledgers and see the stars? 
The question is a valid one. While only 
ignorant congressmen confuse accounting 
with bookkeeping, the liberal content of 
accounting courses does not seem obvious. 
That accounting training develops the 
powers of observation and analysis, the 
habits of orderliness and precision, etc. has 
been spelled out frequently. That the in- 
troduction of accounting concepts places 
the student on the liberal road is rarely 
observed and seldom detailed. It needs 
explaining. 

One does not have to go far to illustrate 
the closeness of accounting to the liberal 


areas. Depreciation is a topic of majo 
significance in accounting courses. fs 
facets are many and changing, as the flow 
of articles in accounting journals attests, 
Discussions of the topic are ever stimulat. 
ing to the mind but the fact of deprecia. 
tion is a thing which touches the soy, 
Accounting teachers who open their de- 
preciation lectures with the words of 
Henry Rand Hatfield, “All machinery jg 
on an irresistible march to the junk heap, 
and its progress, while it may be delayed, 
cannot be prevented by repairs,’® are on 
the edge of waters where poets and philos- 
ophers bathe. “Where are the snows of 
yester-year?”’ Poetic utterances echo the 
accountant’s prose. “Time will rust the 
sharpest sword.” Attention is directed 
sharply to the temporary nature of earthly 
things by this accounting topic. Others 
may be taken in by Madison Avenue 
promises of everlasting bliss with a shiny 
automobile but the accountant must look 
to the hour-glass. ‘‘What is the estimated 
useful life?” the accountant asks. Surely 
depreciation, like nothing else, raises the 
significant questions to be asked by the 
liberally educated. For the mortal mecha- 
nism depreciates as well as machinery and 
one must ask: What is important? What is 
being? What is Man? 

By the time the teacher has taken up 
depreciation and the ephemeral nature of 
the material, already he has set forth the 
idea of continuity and made intimations of 
immortality. At the very start of his 
course he has had to explain to the stu- 
dents that one doesn’t keep books as if the 
entity were going to fold its tents like the 
Arabs on the morrow. One postulates that 
it will go on and on into the future. The 
resultant going concern statement figures 

* Jacobs, Robert and Arthur E. Traxler, ‘What 
Manner of Man is the Average Accountant?” The 


Journal of Accountancy, Volume 97, Number 4 (April 
1954) p. 466. 

* Hatfield, Henry Rand, Accounting, Its Principles 
and Problems (New York: Appleton-Century-Crofts, 
Inc. 1927) p. 130. 
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Accounting: Kin to the Humanities? 


are built on promise, not on pessimism. 
The assumption that “.. . controlling 
environmental circumstances will persist 
suficiently far into the future to permit 
existing plans and programs to be carried 
tocompletion’” has its roots in hope. With 
new plans and programs ever extending 
the time for fulfillment, the accountant’s 
underlying concept leads to a contempla- 
tion of continuity. And from thoughts of 
renewal and rebirth is it not just a half- 
step to intellectual musings about prog- 
ress, or history, or the undiscovered 
country? 

Perhaps no idea is impressed so indelibly 
upon the accounting student as the idea of 
balance. Usually in the first weeks he is 
presented with the so-called fundamental 
equation and the equality of debits and 
credits. He is asked to note what a tool of 
orderliness the Italians fashioned and he 
quickly senses the simplicity and the 
beauty of the device. The truism that is 
“Assets equal equities” is something of a 
Grecian Urn. As transaction after trans- 
action are disposed with ease and grace, it 
becomes apparent how fit it was that the 
first accounting thesis burst forth upon the 
world amid a shower of renaissance art. 
The double entry artistic achievement 
illustrates well man’s attempts at estab- 
lishing order in his world. Liberal explora- 
tions will indicate less success in other 
areas. Rather interestingly, the exposition 
of the fundamental equation often brings 
to the surface an undercurrent of annoy- 
ance. It works too well. The phenomenon 
hints at the historical fact of man’s irrita- 
tion with the incontrovertible. Teachers 
in liberal areas may find that business 
students already appreciate why every 
Socrates has had to drink the hemlock. 

The broadly educated, one may ob- 
serve, are those who are able to see the 
broad picture. They are those who don’t 
lose sight of interrelationships. For in- 
dividuals and for nations the recognition 
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that one cannot live in isolation is a sign of 
maturity in education. Appreciation of 
interrelationships is an ever growing thing 
in the process of getting liberally educated. 
By its very nature, accounting may play a 
useful part in this process. The accounting 
scheme is such that no part moves without 
affecting something else. ‘No man is an 
island.”” No debit stands alone. It is the 
mind schooled in auditing which knows 
that by looking here one discovers dis- 
crepancies there. Accounting training con- 
sists in good measure in developing a feel- 
ing for relationships, an awareness of 
consequences. How well the accountant 
knows that what he does now affects re- 
ports in the years to come. The charging of 
an item against revenue which might have 
been capitalized, the suggestion to adopt 
LIFO, the choosing of a period to write off 
organization costs, and a multitude of 
other such decisions indicate how far- 
sighted the accountant must be. The les- 
son of interrelationships in the accounts, 
it is apparent, needs only to be extended to 
a broader context to be a significant liberal 
lesson. 

Is accounting kin to the humanities? 
One almost answers that it’s too close a 
relative to bring about a marriage. No 
doubt one day, a learned accountant will 
make an accounting syntopicon. He will 
gather together the great accounting ideas 
which, developed in a wider sense, emerge 
into the great ideas of man. Accounting 
teachers need not wait ’til then, however, 
to consider the potential of their subject. 
They need not accept the opinion of others 
and concede to narrowness. Rather they 
should stand tall in the knowledge that 
their practical art touches upon the liberal 
arts. But they can forego the practice of 
the patronizing glance. Their accounting 
education will have been too liberalizing to 
permit such indulgence. 
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THE CRITICAL EVENT AND RECOGNITION 
OF NET PROFIT 


Joun H. Myers 
Professor, Northwestern University 


HE matching of cost and revenue has 

grown during the past fifteen or 

twenty years into a cardinal prin- 
ciple of accounting. We have learned to 
postpone or accelerate either cost or rev- 
enue, as the case might require, in order to 
get all the elements of a single transaction 
into the same period. In spite of such prob- 
lems as price level fluctuations and re- 
quirements of governmental regulatory 
bodies, we have made considerable head- 
way in sharpening the determination of 
net income. However, in this effort to 
sharpen the determination of net income 
we have given very little attention to the 
timing of income recognition. We have 
relied on a variety of rules for specific 
situations, not on an over-all principle. In 
this paper I review both the economic 
concept of net income and the accounting 
procedure in a number of specific business 
situations, and then suggest a principle 
which is compatible with economic theory 
and at the same time coordinates most 
current accounting practice. I hope this 
discussion will provoke further thought on 
the subject leading to the ultimate refine- 
ment and acceptance of a principle which 
is both (1) as clear and uniform in its ap- 
plicability as that of matching cost and 
revenue and (2) sound from an economics 
standpoint. 

Economic theorists since the days of 
Adam Smith have spoken of land, labor, 
and capital as the three factors of produc- 
tion. Compensation to these factors has 
been known as rent, wages, and interest. 
Under a perfectly functioning system, 
these three factors receive all the income. 
Any residual that remains in an actual 


case is due to the imperfections of the 
system in the individual case at the par. 
ticular moment of time. Later economists 
acknowledged a fourth factor of produc. 
tion: entrepreneurship. Its compensation 
is known as profit. Profit is the reward for 
bearing risk—the risk of enterprise, the 
risk of venturing in business, the risk of 
owning something in hope of selling it 
later. This profit may be positive or nega- 
tive depending upon the entrepreneur's 
decisions as to the directions in which to 
risk his capital, his labor, and his land. 
This profit is very close to what the ac- 
countant calls profit. 

Let us assume for accounting purposes 
that profit is the same as the profit of the 
economist, a reward for having taken the 
risks of enterprise. This being the case, 
profit is earned by the operating cycle, the 
round trip from one balance sheet position 
back to that position, whether the starting 
point be cash or inventory or any other 
factor. Even in a simple merchandising 
business several steps occur: buying, sell- 
ing, collecting. The question arises as to 
when during that cycle any profit should 
be recognized. Should the profit be recog- 
nized when a specific point on the cycle is 
reached, or should it be spread over that 


1 The accountant’s profit includes, in addition to the 
economist’s reward for bearing the risks of enterprise, 
“Snterest” on the owner’s investment and, in some cases, 
‘““wages” to the owner of an unincorporated — 
However, these two variations do not negate the 
relationship between the profit of the accountant and 
of the economist. The wage element may be omitted for 
it is pertinent only in the unincorporated business, and 
even in such businesses there is a growing tendency to 
include a fair wage to the owner among the expenses. 
Interest is seldom if ever set out separately but in 
poekinble corporations it may well bea minor part of the 
profit. 
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cycle in some manner? If it should be rec- 
ognized at a point, what is that point? If it 
should be spread, what criterion should be 
used? In order to set some limits on this 
article, I have assumed that profit should 
be recognized at a single moment of time. 
This article will be devoted, therefore, to a 
consideration of the moment of time at 
which to recognize the profit. Perhaps 
after considering carefully the implications 
of the assumption we shall be in a better 
position to consider the question we have 
by-passed. 

If profit is to be recognized at a moment 
of time, we must select that moment. The 
economist gives a clue in the function of 
entrepreneurship as the function of direct- 
ing a business, bearing the pain of the 
risks, and reaping the rewards of astute 
decisions. This suggests that profit iss 
earned at the moment of making the most’ 
critical decision or of performing the most) 
dificult task in the cycle of a complete’ 
transaction. Just what event this is may 
not be easy to distinguish in many cases. 
Although in most types of business we 
recognize profit at the moment inventory 
isconverted into accounts receivable, such 
timing is far from universal.? 

Let us examine a number of different 
types of businesses (1) to determine what 
is done and the apparent theory behind 
such action and (2) to test the applica- 
bility of the critical function theory in that 
business. In so testing the theory, we must 
remember that it must not fall merely be- 
cause the critical function is difficult to 
determine. A proposed accounting theory 
must provide the basic objective and leave 
toom for developing means of implement- 
ing that theory. Objectivity is one of the 
desiderata of any means of achieving a 
goal, but it in itself must not be allowed to 
be the goal. 

Merchandising is one of the most com- 
mon businesses. The merchant generally 
performs three steps: (1) wise buying, (2) 
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effective selling, and (3) efficient collecting. 
If ‘wise,’ “effective,” and “efficient” 
permit, there is a profit. We recognize the 
profit at the time the second step, selling, 
is performed. Two reasons coramonly are 
given for recognizing profit at this time: 
(1) an asset has been transferred for a 
valid claim (transfer); (2) the merchant’s 
opinion as to value is not needed (objec- 
tivity). To claim that any profit was real- 
ized at the time of purchase would be con- 
trary to our past heritage, but to defer 
profit until cash has been collected is not 
uncommon. Major reasons for deferring 
profit realization until receipt of cash are 
the risk of collecting in full and the pos- 
sibility of incurring additional expense. 
Bad debt and collection expenses are com- 
mon, but most businesses feel that they 
can set up adequate reserves for the esti- 
mated expense. Thus, it sounds as if the 
real principle behind current practice were 
certainty, but that cannot be so for we do 
prepare income statements in spite of such 
major uncertainties as unaudited income 
tax returns and renegotiable contracts. 

The principle of the critical event seems 
to fit the situation of the merchant very 
well. Where collection is a critical prob- 
lem (and I doubt if there are many cases 
where it is), profit may be taken up at 
collection time. For most businesses, most 
of us would agree that selling is the critical 
event and that profit should be recognized 
at that time. In rare cases buying might 
be critical, as where an extremely good 
price is paid for some rapid-turnover, 
staple item. 

A manufacturer’s business is much like 
that of a merchant except that an extra 
step is added, converting the purchased 
raw materials into salable units. This gives 


2 One clue to the most difficult or crucial task in the 
operating may be the function of the business 
from which the president was selected. Was he in sales, 
manufacturing, collection or something else? A back- 
ground in sales would tend to confirm most present 
accounting practice. 
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an extra point at which profit might be 
recognized, i.e. time of efficient manufac- 
ture. In general we do not use this time 
because of uncertainty as to eventual sale 
price. However, in the case of gold refining 
where the market is assured, profit is rec- 
ognized at the time of manufacture. The 
same reasoning as in the case of the mer- 
chant seems to apply; again it is the cer- 
tainty principle. The critical event prin- 
ciple also is pertinent. Selling is very 
important in most cases; in gold mining it 
is a mere clerical detail, for the market 
and the price are assured by the govern- 
ment. 

However, in contracting and manufac- 
turing goods to order, especially if the 
manufacturing time will extend over sev- 
eral fiscal periods, the situation is quite 
different. In many cases there is no assur- 
ance the goods can be made at the con- 
tracted price. Therefore, profit is recog- 
nized when it becomes certain, when the 
goods have been made. The critical event 
theory, if applied to this situation, might 
be construed to come to the same answer 
as the certainty theory. In many cases it 
probably will. However, there may well 
be cases when profit should be recognized 
at sale date before the goods are manu- 
factured. If a manufacturer regularly 

,makes standard items for stock, it does 
\not seem right to defer profit recognition 
beyond sale date merely because the item 
is temporarily out of stock. Somewhere 
between these two extremes there will be a 
twilight zone in which determination of 
the critical event will be difficult, but 
knowing that such an event is the deter- 
mining factor would clarify thinking con- 
siderably. 

Some people argue that profit can be 
recognized only when a transaction has 
been completed, when both purchase and 
sale have taken place. They argue that 
both of these elements are necessary and 
that the sequence of the two is immaterial. 
This almost assumes that the normal posi- 
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tion is to have nothing but cash and tha 
any other position is one of risk. A mer. 
chant would consider himself on dangeroys 
ground, assuming he plans to stay in bug. 
ness, if he did not have a stock of mer. 
chandise. Anyone who has maintained , 
heavy cash position in the last decade or 
so has been assuming a position in which 
risk (of price level change) has been high. 
Consider an individual who has accumy- 
lated more funds than needed for current 
living and for an emergency cushion. The 
normal position for him is to have an in- 
vestment in stocks or bonds. When he is 
out of the market, he is assuming sub- 
stantial risk until he reinvests. There isa 
real question if he is to measure profit 
from purchase to sale of a security or to 
measure from the time he gets out of the 
market until he again assumes his normal 
position with respect to the market. Point 
of view seems all important. What is the 
critical function in making a profit? This 
question may be a most useful over-all 
guide. 

Profit is recognized by magazine pub- 
lishers in the period when the magazines 
are distributed. In most cases sale occurs 
and cash is received at the time the sub- 
scription is booked. Manufacturing costs 
are incurred shortly before distribution 
date. Advertising revenue as well as sale 
price are considered earned at the time of 
publication. There is serious question if 
this routine is correct even using the theory 
of certainty typically followed by manu- 
facturers. Long in advance of publication 
date, the sales of magazines (by subscrip- 
tion) and of advertising are known. Print- 
ing costs are usually incurred under long- 
term contracts, so no element of uncer 
tainty appears here. The only other ele- 
ment is the editorial one. Since most or all 
of the editorial staff will be paid fixed 
salaries, no uncertainty exists here. If the 
certainty theory is to be used, profit 
should be recognized at the time the sub- 
scription is sold. Among the currently 
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used theories, only the completed contract 
theory explains the present practice. 

Under the critical function theory we 
must determine whether sales of maga- 
zines, sales of advertising, or production 
of the magazines is the critical function. 
Without good advertising contracts, the 
frm cannot prosper. Since advertising 
rates are based on circulation, sales of 
magazines seems all important. However, 
unless the editorial work pleases the sub- 
scriber, he soon will fail to renew his sub- 
scription. The readers’ response will be 
felt much more quickly in newsstand sales. 
Choice as to which of these functions is the 
critical one may well not be unanimous. 
Ifit is agreed that editorial work is critical 
and that editorial work culminates in 
publication, then the current practice is 
appropriate. 

Lending agencies (banks, small loan 
companies, etc.) generally recognize prof- 
it over the period a loan is outstanding. 
When the note is discounted at the incep- 
tion of the loan, the banker has, in a sense, 
collected the fee in advance. The fact that 
this fee is called interest might lead the 
unwary to assume that it should be spread 
over the period, because the payment is 
based on time. However, closer inspection 
shows that the theory behind the lending 
agency’s recognition of gross income over 
the period of the loan is that many ex- 
penses (particularly interest paid on 
money loaned out and collection and 
bookkeeping expenses) are spread fairly 
evenly over the loan period. If expenses of 
setting up the loan are also spread over 
the collection period or are minor, the 
matching of revenue and expenses is well 
done. The resulting net income is spread 
over the loan period. In a sense the situa- 
tion is somewhat comparable to the con- 
tractor and magazine publisher in that 
the customer has been “‘sold’” at the be- 


ginning and only rendering of service is . 


left to be performed. Profit is taken up as 
each piece of the service contract is com- 
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pleted. However, a fundamental differ- 
ence exists, the manufacturer and banker 
have different responsibilities after ‘“‘sale.” 
The manufacturer or publisher must incur 
many costs to complete the service to the 
buyers. The banker’s role is much more 
passive; he has only to wait for payments 
in the normal order of business. 

The current practice of recognizing in- 
come during the period the loan is out- 
standing does not seem to agree with the 
critical function idea. The only things 
happening while the loan is outstanding 
are (1) the money borrowed to lend is 
incurring interest charges and (2) the 
economic situation is changing, especially 
as regards the borrower and his ability to 
pay. If the loan requires periodic pay- 
ments there is an additional bookkeeping 
function. Perhaps in individual cases the 
critical function is the decision to loan or 
not to loan. If that is so, profit probably 
is earned at that time even though col- 
lection and exact determination of the 
amount might be delayed quite some time. 
This delay is, I am sure, one of the reasons 
profit is measured over the life of a loan. 
The service-rendered concept might be 
another reason for accruing profit over 
the life of a loan, but my experience is that 
the borrower receives the greatest service 
at the time he gets the money. Many mer- 
chants selling on the installment plan 
recognize all profit at time of sale of the 
merchandise and set up adequate reserves 
for loss. Their situation is only slightly 
different from that of a lending agency. 
The goods are sold and the loan is made in 
a single transaction. In the merchant’s 
case, more rests upon this event than does 
in the case of merely making a loan. 
Nevertheless, a satisfactory or unsatis- 
factory lending policy, it seems to me, is 
the one thing that makes loans profitable 
or unprofitable. 

A company owning and renting real 
estate presents an interesting case. Typi- 
cally, rents are taken into income in the 
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period to which the rent applies. Expenses 
are recognized as incurred. A major func- 
tion of such a firm is providing various 
building services through payment of 
taxes, insurance, and the costs of main- 
tenance, heat, and elevator operation. 
Rental of small dwelling units on a month- 
to-month basis is very different from 
rental of large areas for manufacturing or 
office use. Not only may more service be 
required for commercial purposes, but 


also the term of the lease will probably be | 


considerably longer so that the tenant 
may feel justified in making many im- 
provements to suit his operations. Even 
though the lease term may be short, there 
will be a strong presumption to renew 
because of the large expenses of moving. 
Under these circumstances, is profit really 
earned merely by serving the present ten- 
ants? When a major tenant occupying a 
whole floor or two is secured or lost, it 
would seem a renting firm would have real 
cause for a feeling of profitability or loss 
thereof. I would suspect the agent secur- 
ing a long-term tenant would be well paid 
in recognition of his great service to the 
real estate company. The critical function 
theory would seem to demand that all 
profit for the term of the lease be recog- 
nized at this time. Practical difficulties of 
determining the ultimate profit from such 
a contract are large. The basic cause of the 


problem is the custom of determining prof. 
it at least annually. Although this custom 
is the root of the whole problem discussed 
in this paper, the problem is larger here 
because of the length of term of the con- 
tract. The practical difficulties of applying 
the theory in this case must not be the 
cause of rejecting the theory. If the critical 
function theory should be correct theo- 
retically, then we must strive to find a way 
to apply it to the practical situation. 

The theory of the critical event as the 
moment at which to recognize profit or 
loss on a transaction seems very useful. In 
the types of business which we have con- 
sidered, it rather closely matches current 
practice and gives insight into the true 
nature of the business. It is a theory based 
on a fundamental economic process rather 
than upon such frequently used rationali- 
zations as convenience, conservatism, cer- 
tainty, tax timing, and legal passage of 
title. This theory may, at first, seem a 
radical departure from current practice. 
Upon further thought it does not seem so 
different. Perhaps this critical event theory 
will be rejected in favor of another, but 
the present status of relying upon many 
different theories of when to match reve- 
nue and expense cannot long stand in a 
profession. We need to give special atten- 
tion to the development of a single theory 
for the timing of profit recognition. 
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AMERICAN ACCOUNTING ASSOCIATION 
Announcement of 
FELLOWSHIP PROGRAM IN ACCOUNTANCY 


FOR ACADEMIC YEAR 1960-1961 


PURPOSE 

The purpose of the fellowship program is to increase the supply of qualified 

teachers of accountancy in the United States. Fellowships will be awarded to 

assist individuals in furthering their preparation, through doctoral studies, for 
teaching in colleges and universities. 
ELIGIBILITY 

1. Expressed interest in and outstanding promise for a career in teaching ac- 
countancy. 

2. A master’s degree or equivalent in accountancy, business administration, or 
other relevant areas. 

3. Recommendation by the institution at which the applicant is currently in 
residence, the university at which he has begun the doctoral program, or the 
university which awarded the master’s degree. 

4. Need of financial assistance. 

5. United States citizenship. 

AMOUNT 
The amount of the fellowships will generally range from $500 to $1,500 for the 
academic year. 

DURATION 
Fellowships will be granted for one academic year, with the possibility of re- 
newal, upon application, for one additional year. 

FIELD OF STUDY 
The doctoral program is expected to be in accountancy or in another area 
suited to preparing the applicant for teaching accountancy. 

SELECTION OF INSTITUTION 
The recipients may use the fellowship at any university in the United States 
which offers an appropriate doctoral program. 

PAYMENT 
Payment of the fellowships will be made to the recipient, in equal installments 
at the beginning of each semester or quarter. 

CLOSING DATE 
The closing date for receipt of applications and supporting data is March 1, 
1960. Awards will be announced on or about April 15, 1960. Requests for appli- 
cation forms should be addressed to: 


R. Carson Cox, Secretary-Treasurer 
American Accounting Association 
The Ohio State University 
Columbus 10, Ohio 
ADMINISTRATION 
The program is administered by a committee composed of the three immediate 
past presidents of the American Accounting Association. 
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SOME SEVENTEENTH AND EIGHTEENTH 
CENTURY DOUBLE-ENTRY LEDGERS 


Bastt YAMEY 
Reader in Economics—London School of Economics and Political Science 


HIS essay presents the results of an 

examination, from the point of view 

of accounting technique, of the 
double-entry ledgers of six individuals and 
one partnership, ranging in time from 1665 
to 1774. The records examined are not in 
any way a representative selection; they 
are records which have been brought to my 
notice and which have been readily acces- 
sible to me.' No attempt is made to de- 
scribe or analyze the accounts comprehen- 
sively; I have confined myself largely to 
the scope of the accounts and to a group of 
related questions concerning balancing, 
profit calculation and the statement of 
asset values. These topics are perhaps the 
most interesting for practitioners of ac- 
counting, and concern matters which are 
relevant for the use of past account-books 
as source material by economic and busi- 
ness historians. 

It will be observed that a considerable 
diversity of practice is revealed in the seven 
sets of records. Though almost every one 
of the individual practices and procedures 
in these ledgers is mentioned in one or 
other of the large number of contemporary 
treatises on accounting, the ledgers disclose 
a greater diversity than one would have 
expected from an examination of the 
treatises, which tends to produce a more 
clearly defined picture of a modal pattern.? 
It is possible, of course, that the examina- 
tion of further examples of surviving 
ledgers may reveal a similar modal pat- 
tern. 

In the course of the discussion some 
comparison with present-day procedures 
will be made; but there is no implication 
that present-day practice is the appro- 


priate standard against which to test the 
adequacy and suitability of earlier prac- 
tice. Indeed, insofar as one can put oneself 
in the position of the owners of the enter- 
prises or properties recorded in the group 
of ledgers, it seems to me that the records 
and accounting procedures were well de- 
signed to provide the necessary sorts of 
accounting information. Differences be- 
tween the earlier accounting practices and 
those of today are more likely to reflect 
changes in the requirements of those served 
by the accounts. 


I 
The ledgers which have been studied are: 


William Hoskins, ledger A, 1655-67.* 

Sir John Banks, ledgers B, C, & D, 1657-99. 

Sir Robert Clayton and John Morris, ledgers 
9 to 12, 1669-80.5 

Sir Dudley North, great ledger, 1680-91.* 

Richard Du Cane, ledger D, 1736-44.” 

Peter Du Cane, ledgers C & D, 1754-8.8 

William Braund, ledgers F & G, 1758-74.° 


1T am grateful to Dr. K. Burley, now at the Aus- 
tralian National University, Canberra, and Dr. D. C. 
Coleman, of the London School of Economics, who 
introduced me to the records and helped me in many 
ways. 

2 An earlier article (“Scientific Bookkeeping and the 
Rise of Capitalism,” Economic History Review, 2nd ser., 
vol. I, 1949, reprinted in W. T. Baxter (ed.), Studies in 
Accounting, 1950) is based almost entirely on a study 
of the treatises. Despite the difference noted in the text, 
above, the general conclusions in that article seem to 
be strengthened by the present material. 

* Goldsmiths Library, University of London. : 

*B & D in Kent County Archives, Maidstone; C in 
Guildhall Library, Corporation of London. 

5 Guildhall Library, Corporation of London. 

® Kent County Archives, Maidstone. 

7 Essex County Archives, Chelmsford. 

* Essex County Archives, Chelmsford. I have not 
examined other surviving ledgers of Peter Du Cane in 
this collection. 

® Essex County Archives, Chelmsford. 


534 


Some in 
ledgers, 

| Little 

From h 

Cherbo 

had clo 

Haysor 
turned 

| fers alt 

tions, i 
a agent 

with ] 

Berien 

howev 

ten by 

all his 

tivitie 

and-lo 

| remov 

| | his br 

the le 

| paid | 

his be 

1 Sir 

merc 

| in m 

becai 

the ] 

near’ 

| most 
and 

| subs 

Ayle 

| asse 

cific 

title 

| Leag 

| Mar 

conc 

of 

wha 

me- 


Some information on the owners of these 
ledgers, and on the scope of their ledgers, 
follows. 

Little is known of William Hoskins. 
From his ledger it appears that he lived in 
Cherbourg, and that until about 1661 he 
had close business relations with a John 
Haysome, also of Cherbourg until he re- 
turned to England in 1657. The ledger re- 
fers almost entirely to business transac- 
tions, in many of which Hoskins acted as 
agent for others, or in partnership first 
with Haysome and later with Richard 
Berien. The scale of business done was 
small. It is clear from certain entries, 
however, that the ledger, “‘keept and writ- 
ten by mine owne hande,” did not cover 
all his possessions and, presumably, ac- 
tivities. Several debit entries in the profit- 
and-loss-account in the 1660’s refer to the 
removal of assets from the scope of the 
ledger; for example, an amount owed by 
his brother was removed in this way from 
the ledger, presumably because it was to be 
paid (or had been paid) to Hoskins (or on 
his behalf) in England. 

Sir John Banks (1627-99) was a wealthy 
merchant-cum-landowner. He was “born 
in middling circumstances in Maidstone, 
became a member and later Governor of 
the East India Company and acquired a 
very considerable fortune. He died with 
nearly £200,000, and left an income of al- 
most £5,000 per annum to his daughter 
and co-heir who married Heneage Finch, 
subsequently Earl of Nottingham and 
Aylesford.’”° His ledgers embrace all his 
assets and financial activities, as is spe- 
cifically stated in the inscription on the 
title-page of ledger C: 

Leager No. C: or booke of accompts for all 
Marchandize, Land, Things and Persons, that 
concerne the reall or personal] Estate of myne. or 
of whom ever I have to doe with: as well for 
what I doe owe to others, as what others doe owe to 
me—The Ballance of my last booke No. B being 
brought forward into this, w* God Prosper. And 
this booke begins to be written the 24 Aprill 1672: 
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the last booke No. B as aforsaid being fully 
written out: 
John Banks. 


The ledgers are mainly concerned with 
land-owning and property transactions, 
financial dealings and very occasional 
trading activities. 

Clayton and Morris were in partnership 
as scriveners in the City of London.“ Of 
the two partners, Robert Clayton, de- 
scribed by John Evelyn as “this prodigious 
rich scrivener,” was by far the more im- 
portant person. Both men were aldermen, 
but Clayton also served as sheriff and was 
Lord Mayor of London in 1679-80. He was 
active in Whig politics and sat in the House 
of Commons on several occasions. He was 
knighted in 1671, and “his riches provided 
delectable fare for satirists who noted his 
failure to secure a peerage.’’ His rapid prog- 
ress in civic affairs and status is well illus- 
trated in the title in the first of the sur- 
viving ledgers (1669-72) of the ‘‘general ac- 
count” (which is best described as a com- 
bined profit-and-loss account and capital 
account in the name of the two partners), 
At first “Mr. Robert Clayton” came after 
the name of his partner. It then became 
“Robert Clayton, Esq.,’’ and next, as 
“Alderman Robert Clayton,” it preceded 
the name of his partner. It then appears on 
successive pages as “‘Sherife Clayton’ and 
“Sr Robert Clayton.” 

The firm of Clayton and Morris was en- 
gaged in a variety of activities, including 
some which today are the concerns of fin- 
anciers, bankers, solicitors, and estate 
agents. The surviving ledgers naturally 
deal with the affairs of the partnership, 
though the distinction between the in- 
dividual partners on the one hand, and 
the partnership on the other, seems to have 


10 1). C. Coleman, “London Scriveners and the Estate 
Market in the Later Seventeenth Century,” Economic 
History Review, 2nd ser., vol. IV, p. 225. 

Coleman, op. cit., passim; also D.N.B., XI. 
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been somewhat blurred.” An interesting 
and odd feature of the ledgers is that they 
did not record or maintain records of all 
partnership assets and liabilities. An ex- 
ample will make this clear. In 1669 the 
Earl of Manchester borrowed £9,500 from 
three lenders, the loan taking the form 
initially of a credit on Clayton and Morris 
for the amount. The Earl’s account was 
credited in full, and the accounts of two of 
the lenders were debited for their shares of 
the loan. But the £2,000 advanced by the 
third, Henry Avery, was not debited; in- 
stead, the amount was debited to the “gen- 
eral’ (capital) account despite the fact 
that there was an account for Avery in the 
ledger. Thus a partnership asset disap- 
peared from the books. Another example of 
analogous character may be noted. In the 
general account in ledger 11 an amount of 
£4,600 was credited for the sale of land to 
Sir William Langham. As no asset account 
was debited—there was in any case no ac- 
count for land in the ledger—the entry 
almost certainly refers to the sale of land, 
which had not been recorded in the ledger 
as an asset, for cash to Langham. (The cash 
accounts were not incorporated in the 
ledger and have not survived.) Here, then, 
a partnership asset was left outside the 
scope of the partnership ledger until it was 
transformed into cash and at that stage 
had to be made subject to the accounting 
control by inclusion in the ledger. The 
credit to the capital account was the ob- 
vious double-entry counterweight. 

It should be clear from this discussion 
that the balance of the partnership capital 
account did not reflect the full extent of the 
partnership’s assets and liabilities, as cer- 
tain assets and liabilities were left out of 
account. Moreover, it is apparent from the 
ledgers that some revenues from excluded 
assets were recorded in the ledgers, pre- 
sumably because their administration was 
best dealt with in the organized account- 
ing system, and the receipt of cash neces- 
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sitated the usual accounting control. Thus 
the general account was credited with 
appreciable sums of rents received (£3,774 
in 1674-5, £5,461 in 1679-80), though no 
commensurate investments in land and 
property appear in the ledgers. It is also 
probable that some of the revenues and 
expenditures on interest account pertained 
to principal sums not recorded as assets 
or liabilities in the ledgers. The ledgers are 
therefore imperfect documents for estab- 
lishing the wealth of the partnership, the 
composition of its assets, and the rate of 
return on the capital employed in the busi- 
ness. 

The exclusion of certain assets and li- 
abilities may perhaps be explained on the 
grounds of the partners’ desire for secrecy, 
to conceal some details of their wealth 
from their counting-house staff." It is true 
that the entries for the two transactions 
described above would have disclosed the 
disappearance and appearance of the assets 
in question, so that the concealment would 
have been imperfect; but it would have in- 


12 The two partners seem to have had a joint house- 
hold, for the “general account” (a joint capital account 
in the names of both Clayton and Morris) is debited 
with many entries for housekeeping expenses; for exam- 
ple, on 30 September 1670 it is debited with £363 “paid 

rs. Clayton at severall times to rayon for — 
keeping.” Again, a large part of the expenditure 
(£3,785) in “The Accompt of Sr Robert Clayton's 
Mayoralty” was closed into the general account. On the 
other hand, the of his sherifalty were trans- 
ferred to Clayton’s “p ” account. It is interesting 
that there was no division of partnership profits be- 
tween the two partners during the eleven years of the 
ledgers. The fact that Morris left his estate to Clayton 
pen, death in 1682 suggests the lasting intimacy be 
tween the two men, who had been fellow apprentices 
and then successful business partners. 

18 One imagines that details of the excluded assets 
and liabilities were kept in other books or records, 
though the existence of such documents is not mentioned 
in the ledgers. However, in one case, at least, it is virtu- 
ally certain that there were separate records. After the 
accounts had been closed on 30 September 1674, a large 
number of personal accounts of lenders and borrowers 
were introduced into the ledger, with corresponding 
entries in the capital account. These clearly were for 
loans not previously recorded in the ledger, though, 
iven their large number, some systematic records must 

ve been kept. The effect of their introduction into the 
ledger was to convert a debit balance of £18,219 on 
capital account into a credit balance of £1,921. 
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yolved a conscious and sustained effort on 
the part of any clerk to keep track of such 
entries over a period of years. 

Sir Dudley North (1641-91), the Turkey 
merchant, is well known as the author of 
Discourses on Trade (published in 1691) 
which has been praised as the first great 
exposition of free-trade doctrines. At an 
early age he was apprenticed to a merchant 
in the Levant trade; later he spent many 
years in trade, mainly in Constantinople. 
He returned to England in 1680, a wealthy 
man, and engaged for a time in political 
activities. His surviving “great ledger” 
covers his years in London, and refers 
almost exclusively to his multifarious busi- 
ness and property-owning activities. His ac- 
tivities included trading with the Middle 
East, Lisbon, Antwerp and Hamburg, and 
also some insurance, money-lending and a 
silk-throwing venture. 

Richard Du Cane (1681-1744) was 
member of parliament for Colchester in 
1715-22, and a director of the Bank of 
England.“ His son and heir, Peter Du 
Cane (1713-1803) was a director of the 
Bank of England and the East India Com- 
pany. Richard’s only surviving ledger 
covers his last years when he had with- 
drawn from trading. His ledger and those 
of his son largely concern their ownership 
of land and investments in joint stock com- 
panies, and their domestic expenditures. 
Not all the assets, however, were included 
in the ledgers. This is clear in repeated en- 
tries in Richard Du Cane’s “ballance 
book” (described below) to the following 
effect : 

N.B. I make no valuation of the Lease of my 
house in Pancrace Lane, household goods, pic- 
tures, plate jewells &c. thd might be justly 
valued at £2,000. 
Coggeshall this 16 Jan. 1738. 
timed I ballanced my books and found all 
Richard Du Cane. 


Moreover, an entry in a ledger account in- 


dicates that his house at Coggeshall was 
also not included in the accounting." Peter 
Du Cane also excluded a similar collection 
of assets. Both capital accounts and bal- 
ance accounts include statements along 
these lines: 

N.B. In the above Balance no valuation of Plate, 
Jewels, Household Furniture, Coaches or Horses 
are Included—nor Deer in ye Park. 

There are likewise standing in my Name the fol- 
lowing Stocks—viz' . . . £3,800. 


William Braund (1695-1774) is the sub- 
ject of a monograph study by Dr. Lucy 
Sutherland.” He was “merchant, ship- 
owner, and shipping insurer, Director of 
the East India Company and of the Sun 
Fire Office” and died ‘‘in prosperous com- 
mercial ease at the age of seventy-eight.” 
His two surviving ledgers cover his last 
twelve years, and the last asset accounts 
contain notes on the disposal of the assets 
signed by his three executors. The ledgers 
appear to cover all Braund’s property, ex- 
cept household belongings. 


II 


This section describes the frequency of 
balancing the ledger, the accuracy of bal- 
ancing, and the accounts specially involved 
in the balancing process (the profit-and- 
loss and balance accounts). The balancing 
procedures adopted throw light on the ex- 
tent to which the owners of the ledgers may 
have had need of brief, synoptic, and con- 
centrated statements of the progress and 
position of their affairs and activities as 
distinct from the type of information which 


4 For brief biographical details, see W. Letwin, “‘The 
Au ip of Sir Dudley North’s ‘Discourses on 
Trade’,” ica, new ser., vol. XVIII, p. 36. 


only £250 for the house and furniture at , 
This small amount was eventually written in the 
ledger after the assets had passed to Peter Du Cane on 
the death of his father. 

7L. S. Sutherland, A London Merchant 1695-1774, 
London, 1933. 


hus 
174 
no 
nd 
Iso 
nd 
ed 
ets 
ire 
b- 
he 
of 
li- 
ne 
h 
le 
| 
e 
d 
| 
who fied to England from Flanders during the rule of 
the Duke of Alva. His ledger and balance book are writ- 
ten in English with an admixture of French words. 
16 ‘The account entitled ‘Terres en Essex” included 
| 


538 


they could have obtained by paging 
through a ledger or examining individual 
ledger accounts. My impression is that 
there was no pressing need for such sum- 
mary statements, a conclusion which is not 
surprising in view of the apparently close 
connection between the owner and his 
enterprises. In several cases he was his own 
accountant. (Hoskins, Banks, Richard Du 
Cane and probably Peter Du Cane wrote 
up their own ledgers; but Clayton and 
Morris certainly did not keep theirs.) The 
balancing process, it seems, was mainly 
concerned with more narrowly bookkeep- 
ing purposes, and the calculation of profits, 
for example, probably was an unimportant 
and incidental by-product. But such a 
conclusion is necessarily tentative, if only 
because one does not know whether other 
relevant accounting documents and rec- 
ords may have disappeared. 


Annual balancing is the rule in the 
Clayton, Peter Du Cane, and Braund led- 
gers. The ledger of Richard Du Cane was 
balanced irregularly, on six occasions in a 
span of nine years. The balance on the 
profit-and-loss account, called the ‘‘Esgale- 
ment,” was usually carried to capital ac- 
count, though on two occasions it was 
simply carried forward. Irregular balancing 
is also a feature of the Hoskins and Banks 
ledgers. The Hoskins ledger was balanced 
five times during ten years; the last bal- 
ancing date was during 1665, after which 
the ledger entries continue in a rather 
ragged manner without subsequent bal- 
ancing. The three successive Banks ledgers 
extend from 1657 to 1699, the year of 
Banks’ death. The profit-and-loss account 
was balanced and closed into the stock ac- 
count on 13 occasions in a period of 43 
years, viz. March 1658, December 1661, 
June 1663, May 1665, September 1666, 
December 1669, March 1672, June 1676, 
May 1679, June 1684, April 1686, October 
1688 and January 1692.'* There is nothing 
in the Du Cane, Hoskins, or Banks ledgers 
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to indicate why the particular irregularly. 
spaced balancing dates were chosen, except 
that in one or two cases in the Banks ledger 
B the profit-and-loss account was balanced 
and closed into the capital account when 
the space allotted to the former had been 
filled with entries; and, of course, two of 
the balancings coincide with the opening 
of a new ledger. 

The North ledger differs from the others 
in that there is no balancing or closing 
whatever. The profit-and-loss account was 
merely balanced whenever the ledger-page 
allotted to it was used up, but the balance 
was carried forward to the same account on 
the next page given to it. The timing of the 
balancing was therefore quite arbitrary, 
Moreover, the profit-and-loss balances 
thrown up in the process were also arbi- 
trary, and not the outcome of a process of 
deliberate calculation, since other nominal 
accounts were not balanced and closed into 
the profit-and-loss account when it was to 
be balanced.!® These nominal accounts 
were balanced only when their pages had 
been filled. Thus the balance of the “Ace 
of Rents in Bristoll,”’ including both debits 
and credits and running over a period ex 
ceeding three years, was extinguished by 
transferring the net credit balance to 
profit-and-loss account: ‘“To Profitt & Loss 
carried to that acc® to Ballance itt for want 
of room.” 


The duality of entry in a system of 
double-entry accounting provides, as is 
well known, a simple prima facie test of the 
arithmetical correctness of a ledger: at any 


18In June 1696 several nominal account balances 
were closed into the profit-and-loss account, but its 
balance was not closed into the capital account. 

19 The same is true of the profit-and-loss balances 
in the Banks ledgers whenever the account-space was 
filled up but no general balancing was carried out. 
Banks seems to emphasize the difference between ac 
cidental and deliberate balancing of the profit-and-loss 
account: in ledger C (fo. 54) the balancing entry ona 
general balancing date reads: “To Stocke . . . God be 
praysed’’; the other, when the account-space was spent 
and a transfer to a new page was necessary, reads: “To 
Profitt & losse new acco.” 
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time the sum of the debit balances in the 
ledger must be equal to the sum of the 
credit balances. Writers on accounting 
often praised this characteristic of the 

em, and instructed their readers to 
ferret out the source of discrepancy if the 
required equality was found to be lacking. 
It is difficult to know how often this ad- 
vice was followed. But on at least three 
occasions in the ledgers under discussion 
the accounts were found by those con- 
cerned to be out of balance, yet they ap- 
parently did nothing to correct the books. 
The required equality was restored by 
manipulation, in two cases openly, in one 
case covertly.”° In the Hoskins ledger there 
is a debit entry in the capital account: 
“Error on my books to ballance all acc®.” 
In the profit-and-loss account in the Banks 
ledger C one finds: “By error w™ I cannot 
yet finde.” The concealed correction of 
error is in Braund’s ledger G. The balance 
account of 1770 is shown to balance. One of 
the credit balances is £675.14.6 for profit- 
and-loss account, it having been the prac- 
tice in Braund’s ledgers to carry forward 
some balance in this account after having 
transferred either a round sum of profit to 
capital account, or a sum sufficient to make 
the closing balance on capital account a 
round sum. The entry is a bit suspicious, 
because an earlier amount has been erased, 
and this in a set of books which are gen- 
erally impeccable in form and appearance. 
Reference to the profit-and-loss account 
shows that the corresponding balance is in 
fact £684.6.0, which unfortunately would 
upset the ledger’s equilibrium. 

It is not the point to criticise these fail- 
ures to find the errors and rectify the 
books. Not being responsible to anyone but 
themselves, the owners were obviously at 
liberty to please themselves. But it is 
worth observing that there is evidence that 
in other respects, in matters touching the 
interests of others or in keeping check of 
particular assets, strict accounting was 
maintained. Hoskins had very detailed 


and careful accounts of his dealings as fac- 
tor for others or in his partnership ven- 
tures. There are indications that Banks and 
Clayton brought “the bag and the book” 
together. (For example, there are occa- 
sional entries in the cash account in the 
Banks ledgers, ‘To Profitt and Loss mis- 
placed.’’) And in the North ledger, where 
there is no sign that anyone bothered to 
try to balance the books, there are not only 
meticulous accounts for the various trad- 
ing voyages, but there is also evidence of 
careful accounting in that the very active 
account with Sir Francis Child and part- 
ner, the bankers, agreed with the bankers’ 
version, without any need for final adjust- 
ment except for an entry for twopence, 
“error in casting a bill of exchange.” 


The profit-and-loss accounts in the Peter 
Du Cane ledgers conform most closely with 
present-day practice in the sense that 
there is a good deal of grouping of individ- 
ual incomes and expenditures into a few 
relevant headings. The profit-and-loss ac- 
count is preceded by an ‘“‘Income”’ account, 
with debits (one for each) for ‘‘expences’’ 
and “charities” and credits for ‘“‘produce of 
estates” and “dividends.” Each entry rep- 
resents the total of a more detailed ac- 
count, which in some cases consists of bal- 
ances of other more detailed accounts. 
Thus the “account of expences” brings 
together the totals of accounts of a number 
of different expense accounts (e.g., “my 
expences,” ‘‘my childrens expences,’’ and 
“expences attending the sickness & Funeral 
of my most dear wife’). The profit-and- 
loss account takes up the balance of the in- 
come account, and also entries for losses or 
gains in the value of stocks, and building 
and repairs expenses. This grouping may 
be compared with the treatment in the 
Braund ledgers, where the main (some- 
times only) entry in the annual profit-and- 


2% The amounts of the error are small in each case, 
but may of course be the result of a number of larger 
errors. 
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loss account is a “sundries” entry, rep- 
resenting the total of balances on other 
accounts transferred in one omnibus entry 
to profit-and-loss account via the journal. 
The ledger account is correspondingly un- 
informative, except as regards the profit 
total. At the other extreme are the profit- 
and-loss accounts in, for example, the 
Banks and North ledgers. Here there is 
little grouping and a jumble of entries. 

The Clayton ledgers are peculiar in that 
there is no separate profit-and-loss ac- 
count. The “‘general’’ account served both 
as a partnership capital account and as a 
profit-and-loss account. Thus, though 
there is an annual balancing, there is no 
single figure for the annual profit. More- 
over, up to the year 1674-5 there was little 
grouping of similar profit-and-loss transac- 
tions in separate nominal accounts, with 
the exception of two accounts for petty ex- 
penses and rents, respectively; each of the 
numerous entries for interest was debited 
or credited to the general account. In that 
year, however, two new nominal accounts 
were opened, one for interest and the 
other entitled ‘contingent profits” (and 
apparently referring to incomes accruing 
to Clayton and Morris for acting as inter- 
mediaries in financial transactions and for 
“scrivening’’). Consequently, the major 
items of income and expenditure were more 
conveniently grouped and annual totals 
presented in the “general account’’ which 
still, of course, contained a large number of 
other (including capital) entries. 

From contemporary treatises one learns 
that the profit-and-loss account was not 
reserved for items of a ‘‘revenue’’ nature as 
distinct from those of a “capital” nature; 
and also that domestic or private expendi- 
tures were admitted in the account to- 
gether with business incomes and expendi- 
tures. This is largely confirmed in the 
ledgers under discussion, more particularly 
as concerns the mingling of business and 
private entries. Capital items (e.g. the pay- 
ment of marriage portions) were, however, 
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relatively more often recorded directly jp 
the capital account. The closest approxi. 
mation to modern practice is found in the 
Braund ledgers. Braund’s personal cash 
drawings were debited to capital account 
(“to cash paid Self’’); this account was 
also debited for gifts of money to relatives 
and for the purchase of wine. Moreover, 
the capital account was on occasion cred. 
ited for odd items, such as for the proceeds 
of the sale of sheep, wool, and wheat; it is 
as if Braund was making a distinction be. 
tween income from his main business ac- 
tivities and other incidental or extraneous 
incomes. 


According to the treatises, a well-kept 
set of accounts would be completed, at 
balancing, with a balance account, which 
brought together all the remaining account 
balances after the closure of the profit-and- 
loss account into the capital account. This 
balance account is the forerunner of the 
modern balance sheet; and like it, it was 
suppcsed to contain a listing of assets and 
liabilities and the equilibrating capital bal- 
ance.” In fact, in our group of ledgers, 
balance accounts appear infrequently. 
Only in the Peter Du Cane ledgers does the 
account appear regularly at each balanc- 
ing, set out in the form of the modern Eng- 
lish balance sheet, that is, with debit bal- 
ances on the right-hand (‘‘credit’’) side, 
and vice versa.” It is probable that Richard 
Du Cane also had a balance account at 
each balancing date; but in this case they 


21 Sometimes, however, the balance account in trea- 
tises does not list the balances, but merely has two 
equal oe “sundries” entries, with the details 
in the j entries. There is an example of such an 
uninformative account in the opening balance account 
in the Banks ledger C. 

= Some of the treatises recommend that the old set 
of accounts should be completed with a “closing” bal- 
ance account, and that the next set of accounts should 
be inaugurated with an “opening” balance account, an 
account identical with the re closing ac- 
count, except for the reversal of sides. (This practice is 
to be found in the ledgers of the Bank of England during 
the eighteenth century.) The Du Cane balances have 
the formal characteristic of an “opening” balance ac- 
count. 
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did not as a rule appear in the ledger (a 
fact which points to the limitations of 
drawing conclusions from ledgers alone.) A 
separate “ballance book” was employed, 
and one survives for the period 1706-1738. 
In it an account, roughly in the form of a 
balance account (again with debits and 
credits “reversed’’), is drawn up for each of 
the first two balancing dates in the surviv- 
ing ledger.” It may be assumed that the 
practice was continued in a lost successor 
to the surviving balance book. 

There is only one balance account (in 
1770) in the two Braund ledgers; and two 
in the three Banks ledgers, one at the end 
of each of the first two ledgers.™ The Clay- 
ton ledgers have no balance accounts, and 
itis unlikely that in this case such accounts 
were compiled separately.” There are also 
no balance accounts in the Hoskins ledger 
nor, of course, in the North ledger. 


III 


In modern accounting much stress is laid 
on the correct assignment of items of in- 
come and outlay to particular accounting 
periods, and certain rules and conventions 
are followed for dealing with the difficulties 
inherent in a situation in which the enter- 
prise is continuing and the accounting 
periods are arbitrarily-determined short 
periods. The stress in modern accounting 
ison the calculation of periodic net income 
or profit. By contrast, in the group of led- 
gers under discussion, little attention seems 
to have been given to this aspect of the ac- 
counting problem; and it is rare to find 
deliberate procedures for the calculation at 
general balancing dates of periodic profits 
on continuing business activities. 

The neglect of what today is called ac- 
crual accounting is evident in the treat- 
ment of interest on debts, a class of trans- 
action prominent in several of the ledgers. 
There is no thorough-going attempt in any 
of the ledgers to make allowance for ac- 
crued interest at balancing dates, though 
sometimes, but not consistently, a number 
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of entries for unpaid interest was put 
through at balancing dates in the Banks 
ledgers. The most common practice was to 
make the entry for interest when, or after, 
the interest payment became due, without 
adjustment at balancing dates. Thus in the 
Clayton ledger 9, for example, the personal 
account of Sir Robert Vyner, the noted 
banker, was debited on 4 January 1671 
with an amount “Paid them [Clayton and 
Morris} more Intr of all moneys upon acc* 
to this day” ;* there were no adjusting en- 
tries on the preceding or succeeding bal- 
ancing dates (on 30 September annually). 
Sometimes the entry was made when the 
interest was received or paid. A good ex- 
ample is in the Braund ledger F, where a 
personal account was debited ‘“To Interest 
on £1017.16.8 for(?) 3 Febry 1757 to 3 
Sept 1761 is 4 year 7 m at 5 per cent” on 
the day on which the debtor settled his 
account. There were no entries for accrued 
interest in the preceding four years. The 
same neglect of accruals is to be seen in the 
Clayton and Banks ledgers in the treat- 
ment of rents and, in the former, of “‘con- 
tingent profits.’”?’ 


2%3The Du Cane ledger did not have an ordinary 
capital account. Entries in the “Esgalement” account 
suggest that the periodic profit ces were trans- 
ferred to a capital account in the “livre privé.” It 
seems likely that the balance book is this secret ledger. 
A capital account was eventually introduced into the 
ordinary ledger in 1743, 

™ See also footnote 21. 

% The closing entries for balances in individual ac- 
counts take the form: “By Ballance the 30th September 
1672 posted to Liber 10 folio 2.” Had there been a 
separate balance account, one would have expected the 
posting reference to have been to this posting medium. 

* In the Clayton ledgers the terms ‘“‘paid’”’ and ‘re. 
ceived” are often used instead of ‘‘debit” and “credit.” 
The use of the terms does not necessarily indicate a 
cash —— or receipt. 

37 T have not found any example of the practice of 
entering the interest (or rent) at the beginning of the 
— of debt (or tenancy). Examples are present in 

ir Thomas Gresham’s accounts (see Peter Ramsey, 
“Some Tudor Merchants’ Accounts,” A. C. Littleton 
and B. S. Yamey (eds.), Siudies in the History of Ac- 
counting, 1956, pp. 197-8). The practice is also referred 
to in some later treatises. Thus as one of three methods 
of recording interest, Alexander Malcolm wrote: “You 
or er before it ue; thus, upon your i 
or Borrowing, state the Interest hich will be due at 
the Term of Payment; and after that, state every 
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Braund, however, was careful to make 
year-end adjustments, with calculations of 
annual profits, in his Account of Assur- 
ances which records his activity in marine 
insurance. At the end of each year a credit 
balance was carried down to the next year’s 
account—this presumably was the esti- 
mate of probable claims against Braund on 
unexpired policies; and the credit balance 
on the old account, the profit for the year, 
went to profit-and-loss account. In fact, 
these profit figures were calculated as 
round sums (e.g. £500, £1,800). 

This ‘‘modern” approach may be con- 
trasted with that found in the Clayton led- 
gers. An important example is provided 
by the revenues and expenditures on post- 
fines** recorded in the postfines accounts. 
These dealings were conducted in equal 
partnership with the banker, Vyner. In led- 
ger 9, covering three years, a credit balance 
of over £7,000 was accumulated without 
any credit being taken to profit-and-loss. 
At the first balancing date in the next led- 
ger a large sum was credited for profit 
(and, of course, an equal sum to Vyner’s 
personal account), with a credit balance of 
over £1,600 remaining. No adjustment or 
division of profits was recorded at the next 
balancing date, but about nine months 
later the whole of credit balance was 
divided equally between the “general” ac- 
count and Vyner’s account. At the end of 
the ledger (about three months later) the 
new credit balance of £1,300 was carried 
forward without adjustment. A somewhat 
similarly erratic recording and division of 
profits is found in “An Accompt of the 
Coale Farme,” again a joint venture with 
other persons. In the first two ledgers 
(covering six years) profits were calculated 
and divided on seven occasions, but never 
on a general balancing date; and between 
November 1672 and July 1674 no profits 
were divided or entered. On each division 
of profit a credit balance remained un- 
divided, and there were no adjustments on 


the general balancing dates. There are fur. 
ther examples of the same procedure—or 
lack of it by present-day practice. In two 
instances it would appear that no adjust. 
ment for profit or loss was made through. 
out the eleven years covered by the four 
ledgers. These are the “‘Accompt of Brown. 
sea Island,” in which, among other entries, 
some sales of “‘coperas” are recorded, and 
the “Irish Adventure,” which seems to 
have concerned, inter alia, some iron work- 
ings in Ireland. 

Merchandise accounts are not common 
in our ledgers, and we do not know how 
Braund, Clayton, or Peter Du Cane—those 
whose books were balanced annually— 
would have dealt with them on balancing 
dates. The difficulty of treating unfinished 
merchandise trading ventures was avoided 
in the North ledger, for this was not bal- 
anced at all; for our purposes, this is un- 
fortunate, since there are many voyage and 
trading accounts in this ledger. This leaves 
the Hoskins, Banks, and Richard Du Cane 
ledgers which have some examples. 

In the Hoskins ledger an important ac- 
count is that of Cherbourg canvas. This 
account was carefully kept, with details of 
quantities bought and sold (in inner col- 
umns) in the ledger, amplified by more de- 
tails in the entries in the journal which con- 
stitutes the first half of the volume. The 
detail may be explained in part by the fact 
that, except for a short time, Hoskins was 
in this branch of activity in partnership 
with another person. The account runs 
from the beginning of the ledger in 1655 
to 1665. It was balanced on eleven occa- 


Term’s Interest at the beginning of the Quarter, half 
year, or year, according as it is payable... .” (A Trea- 
tise of Book-keeping or Merchants Accounts . . . (1731), 
p. 50). The purpose of this method was presumably to 
assist in administration by recording the details of 
amounts due to or by the firm in the near future. 

28 Postfines refer to the fees paid to some branch of 
the Exchequer on the writs which were taken out in 
connection with “final concords” (fictitious suits used 
to assure the title to land, e.g. on conveyances or settle- 
ments). The obligation to pay these fees gave rise to 
saleable assets. 
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dons; yet on only two (possibly three) 
occasions was it balanced on a general 
balancing date. There was clearly no at- 
tempt to assign profits on this account 
accurately to the (irregular) accounting 
periods marked off by the closing of the 
profit-and-loss accounts. (Usually a bal- 
ance of unsold stock was carried forward, 
but there is no indication of the basis of 
valuation.) There is a similar lack of syn- 
chronisation between the general closing of 
the accounts and the particular closing of 
the “acc? of provisions” (i.e. commissions 
received), another account the profits of 
which were shared with a partner. 

The Banks ledgers do not reveal any 
serious attempt to ensure that the profit- 
and-loss account for a given period in- 
cluded all gains and losses as accurately as 
possible. A ‘“‘brokeridge”’ account runs 
from 1660 to 1664 without any transfer to 
profit-and-loss account—there were gen- 
erai balancings in 1661 and 1663—until the 
account-space was filled. An account for 
coffee, calicoes, and pepper, which in- 
cludes both purchases and sales, was simply 
carried forward at the end of ledger C, 
without any calculation of profit or loss. 
An “Acc? Hopps,”’ with debits for receipts 
of hops in 1689, 1691 and 1693 aud cred- 
its for disposals in 1689, 1690, 1694 and 
1695, had no profit calculation at the bal- 
ancing date in 1692, and was eventuaily 
closed in 1695.?* 

There is only one merchandise trading 
account in the Richard Du Cane ledger, for 
“coccenille.”” This account opens with a 
stock of six ‘‘sacs.” In two of the irregular 
accounting periods there were sales of one 
and two sacks, respectively. Yet there are 
no entries for profit or loss at general bal- 
ancing dates; the simple balance, i.e. debits 
less credits, was simply carried forward. 
It was not until after Du Cane’s death that 
the account was closed, and the profit cal- 
culated, when his son, Peter, took over the 
assets and closed his father’s books. 
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IV 


In seventeenth and eighteenth century 
accounting treatises, three alternative 
treatments of fixed assets and the income 
from them can be distinguished. First, the 
net income (receipts Jess payments other 
than the cost of the asset) is transferred to 
the profit-and-loss account, the asset being 
carried forward at cost. Second, the bal- 
ance of the account is carried forward, that 
is, the original cost plus expenses less re- 
ceipts is carried forward, with no entry to 
profit-and-loss account; that is, the excess 
of the total debit entries over the total 
credit entries is carried forward. Third, the 
asset is revalued and its new value is 
carried forward, any gain or loss being 
taken to profit-and-loss account.*® These 
three bases of “valuation” may conven- 
iently be called the cost, arithmetical bal- 
ance, and revaluation bases, respectively. 
As a broad generalisation it may be said 
that the cost basis, or a variant of it, is the 
most usual in modern accounting. 

All three ‘“‘valuation” bases are to be 
found in the ledgers under discussion. 
There was no standard practice; and some- 
times different bases were used for different 
assets in the same ledger, and even for the 
same asset at different balancing dates. As 

29 An account for horses, including quantity columns, 
showing both purchases and sales, was almost invari- 
ably closed simply by bringing down.the difference be- 
tween debits and credits. Only one entry for profit-and- 
loss has been found in the three ledgers. 

%° Tt is unusual! to find all the methods mentioned in 
the same treatise. Malcolm’s treatise (see footnote 27) 
refers to all three (p. 90): 

“For Accounts of Houses and Ships: You may 
value them at the first Cost; and when that is stated on 
the Creditor-Side, the Difference of the Debt [debit] and 
Credit is Gain or Loss, arising from the Difference of 
the Reparations, &c. and the Rents or Freights. Or 
you may take the Difference of the two Sides, and state 
as the Balance due to you; by which means the Value 
of the Thing will appear less and less at every balancing, 
till it’s nothing . . . or you may chuse to state them at 
another Value from Time to Time, as you think they 
are then really worth.” 

Malcolm preferred the first method: “And though 
these Subjects do not really keep up their Value, yet I 
would continue them at the first Value till they were 


disposed of, or lost.” In this preference, Malcolm re- 
flected the most common view in the treatises. 
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compared with modern practice, there was 
no aversion from the upward or downward 
revaluation of fixed assets (and the profit 
or loss taken to the profit-and-loss ac- 
count); nor was there meticulous concern 
with the distinction between capital and 
revenue elements. In the valuation of fixed 
assets, as in the allocation of revenues to 
accounting periods, there was no consistent 
or rigorous application of any clear concept 
of periodic profit or income. 

The ledgers of the two Du Canes are 
perhaps the most consistent in their treat- 
ment of investments in that annual re- 
valuation of securities is almost the rule, 
though, in the Peter Du Cane ledger C, 
arithmetical balances occur in the invest- 
ment in the Free British Fishery; and 
sometimes the previous year’s valuation 
was repeated. The accounts for land, etc., 
however, simply carried forward the cost 
or original valuation without change; the 
incomes from them were dealt with in 
separate nominal accounts. 

Revaluation also occurs frequently in 
the Braund ledgers. The account for the 
investment in Sun Fire Shares opens at 
£3,000 in 1758. It was then raised to 
£4,000 and kept at this figure until 1764 
when it was “valued at” £5,000. It was 
successively raised to £5,500 in 1769, 
£6,000 in 1771 and £6,250 in 1763. The 
accounts for 4% Consolidated Annuities, 
East India Stock, and East India Bonds 
include both revaluations and arithmetical 
balances. Braund also revalued some of his 
landed property from time to time. For ex- 
ample, the estate at Hacton in Upminster 
was revalued downwards by almost £3,000 
in 1766, and then upwards by about £160 
in 1767 to produce a round asset “‘value” 
of £6,000. The account of Houses in Crane 
Court and Bucklers Bury in London was 
also raised, at intervals, from £1,500 to 
£2,600. The fairly numerous accounts for 
ships disclose examples of revaluations and 
also of arithmetical balances. 
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Banks had a substantial investment jy 
the stock of the East India Company, and 
we may trace its accounting treatment ip 
ledgers C and D (1672-84, 1684-99). When 
the first account-space was filled, there was 
a revaluation: “now is worth 210 p.c2 God 
be praysed, to be sold and soe by me 
valued.” There was another revaluation 
when the next space was filled, though no 
detail is given. About three years later 
there was a revaluation at 260, with a 
transfer to a new folio though the space was 
not filled. About a year later the procedure 
was repeated, at 270, and again, at the end 
of 1681, at 400, though this time the space 
was filled. In June 1682 there was a further 
closing: “‘the said Stock 2000 per contra 
lie. £2,000 paid up] being doubled by a 
divident so that it now is Stock 4,000 as 
appears by the Comp* books—the w* 
4000 stock is now worth 310! . . . and soe 
my 4,000 Stock worth this day God be 
praysed £12,400’—a capital gain of 
£4,400, carried with obvious pleasure to 
profit-and-loss account. A new account 
was opened on another page, though the 
old space was not filled. There were now 
several purchases at prices which ranged 
from 204 to 360, and one lot was sold “at 
cost.’”’ Nevertheless, at the closing of ledger 
C there was no revaluation, but the arith- 
metical balance—after the dividends had 
been taken to profit-and-loss—was simply 
carried forward. It is interesting that in 
ledger C there were no revaluations on any 
general balancing date; the revaluaticns 
took place either when the account-space 
was filled or when Banks chose to do so." 
The account in the new ledger D opens 
with a debit of £25,155. Nothing was done 
on the first balancing date. But on the sec- 
ond date (1688), the £4,450 nominal— 
there had been a big sale in 1685—was 
carried forward at £15,531, “heer valued 
as was worth, & hoope may be.”’ However, 

1 That is, there were in effect simple arithmetical 
balances at balancing dates. 


this wa: 
metical 
taken t 
the pro! 
7 the hol 
moved 
4 the nex 
ing of | 
153}. A 
this we 
full del 
explica 
Ban. 
Purch: 
come 
similai 
| realise 
| howe\ 
q costs 
and tl 
arithr 
on on 
| the cc 
the e1 
| £19,1 
taker 
indic 
basec 
chase 
and 
reco! 
the r 
of m 
profi 
| 14 y 
thre 
And 
bala 
fee 
| cha 


a 


Seventeenth and Eighteenth Century Ledgers 


this was not a revaluation but an arith- 
metical balance after dividends had been 
taken to profit and loss account; that is, 
the profit or loss on the disposal of part of 
the holding was not ascertained and re- 
moved to profit-and-loss account. During 
the next thirty months the rest of the hold- 
ing of stock was sold off, the last sale at 
1534. A heavy loss of £4,697 was incurred; 
this was taken to the account of “‘doubt- 
full debts,” a procedure which is quite in- 
explicable, except that it suggests that 
Banks was reluctant to admit his mistake. 

Banks’ account of “Fee Farme Rents 
Purchased from ye King”—rights to in- 
come acquired from the Crown—also has 
similar features, with the tendency to dis- 
regard balancing dates and to record un- 
realised profits by revaluation. There was, 
however, no revaluation in ledger C: the 
costs of successive purchases were debited, 
and the proceeds of sales were credited, the 
arithmetical balance being carried forward, 
on one occasion misleadingly labelled “for 
the cost of my present fee farme rents.” At 
the end of the ledger the account stood at 
£19,121 (in debit). On the first balancing 
date in ledger D a profit of £8,052 was 
taken to profit-and-loss account. A de- 
tailed entry in the corresponding journal 
indicates that the new valuations were 
based on a capitalisation at 12 years’ pur- 
chase for those rents held ‘in reversion” 
and at 20 years purchase for those “in 
possession.”” The succeeding journal entry 
records the profit ‘“‘beinge by valuation of 
the reversions from the time of the disburse 
of my mony til now”; that is to say, no 
profit on sales or on capital appreciation 
had been calculated for a period exceeding 
14 years. The next revaluation took place 
three years after the next balancing date. 
And more than two years later, another 
balancing date having been skipped, there 
was a final revaluation of the two classes of 
fee farm rents, at 21 and 18 years’ pur- 
chase, respectively. The journal entry for 


the profit runs: “‘beinge soe much as now 
worth, advanced by them for my forbear- 
ance as I compute at present.” 


Vv 


The accounting treatment of bad and 
doubtful debts is a particular aspect of the 
valuation of assets. The early treatises sug- 
gest two approaches which were to some 
extent alternatives. First, when a debt is 
thought to be irrecoverable, it is written 
off to profit-and-loss account. Thus Alex- 
ander Malcolm: ‘‘When a Debt becomes 
lost by the Circumstances of the Debtor, I 
would not any longer encumber my Leger 
with that Person’s Account; but discharge 
it by Profit and Loss.’”’ However, there is 
often the possibility that the debtor’s cir- 
cumstances might improve and that he 
might be able to pay his old debts. Hence 
in the second method the account is not 
written off, but is transferred (with other 
similar debtors’ balances) to a suitably- 
titled account which serves as a reminder 
to the merchant of his dubious debts; the 
grouping of the several doubtful accounts 
in one account disencumbers the ledger of 
some unnecessary and space-filling ac- 
counts. Thus Malcolm continues: “Or if 
I do not actually discharge the Debtor; 
and look at the Debt only as desperate for 
the Time, but which may afterwards possi- 
bly be recovered; I would not discharge the 
Account absolutely, but only transfer it 
from the Debtor’s Particular Account to a 
General Account of Desperate Debts; and 
there let it stand, till it’s either recovered, 
or till I look upon it as irrecoverable; and 
then it’s discharged out of this Account.”™ 

Both methods are to be seen in our 
group of ledgers. The first method is best 
exemplified in Braund’s ledger G. Here, it 


% The same treatment was also followed for a loss 
on a small investment in ‘Ye Royall Fishery.” 

33 Op. cit., pp. 52-3. For other text-book discussions, 
see my “The Functional Development of Double- 
Bookkeeping,” The vol. CIIT (1940), 
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will be recalled, a balance account was 
made up at the end of 1770. At this time 
debts to the total of £789 were written off 
against profit-and-loss account. A loose 
sheet of paper headed “Account of Debts 
w carryed to Profit & Loss 1770” lists 9 
debtors’ accounts with entries such as “I 
suppose worth nothing,” or “he failed, 
have not proved the debt.” 

The second and less familiar method 
was adopted by Banks and Peter Du Cane. 
In the Banks Ledger C on the final balanc- 
ing date, the balances on 24 debtors’ 
accounts were transferred to “Doubtfull 
Debts,” and the total of this account 
(£1,001) appears in the balance account 
among the asset balances. In the next 
ledger there are further transfers from 
other personal accounts with entries such 
as “owinge by them, w* place heer til be 
receaved” or “brought here til payd.” 
(The account also includes the loss on East 
India stock already referred to.) The new 
balance of over £7,000 is carried through 
the ledger unchanged. The Peter Du Cane 
ledger C has an account “Doubtfull and 
Bad Debts” which opens with a debit 
balance of £200 brought forward. During 
the first year, 1754, a small sum was re- 
ceived from one of the doubtful debtors, 
and the proceeds were properly credited. 
In 1755 three Lisbon debts were added, “I 
suppose to be bad since the destruction of 
Lisbon by an Earthquake the 1 Nov‘ last.” 
At the end of the year £499.12.2 was 
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written off to profit-and-loss account, and 
the debit balance of £50 carried forward 
unchanged through 1756 and the sy. 
ceeding ledger D. 

The treatment in both the Banks and 
the Peter Du Cane ledgers does not tell ys 
how the owners would have been able to 
know which debtors’ accounts had been 
brought into the omnibus account, since 
the details of the debts were not carried 
forward on the periodic closing and re- 
opening of the account. Presumably a 
separate memorandum was kept outside 
the ledger; but if this had been done, there 
would have been little point in not writing 
them off completely if the main purpose of 
the procedure, as some of the treatises 
suggest, was to reduce the number of dead 
accounts cluttering up the ledger and add- 
ing to the labour of balancing. Whatever 
the answer may be, the procedure never- 
theless suggests, particularly in the Banks 
ledgers, an attitude to profit calculation 
and asset statement quite different from 
that now governing accounting practice. 

* The segregation of records of doubtful debtors 
outside the ledger is illustrated in James Peele’s Pathe- 
waye to perfectnes, in th’ accompies of Debilour, and 
Creditour . . . (1569). In the illustrative example, six 
“Doutfull detters” are listed at the end of the opening 
inventory; but the amounts owing by them are not in- 
cluded in the arithmetic of the inventory, nor are ac- 
counts ed for them in the ensuing ledger—accord- 
ing to the text, they are “set aparte, to be kept in 
minde, but reserved out of thaccompte.”’ When some 
of the debtors make payments, the entries in the inven- 
tory are suitably annotated; in the ledger, the profit- 


and-loss account is credited in the absence of the per- 
sonal accounts. 
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A SIMPLIFIED STATISTICAL TECHNIQUE FOR 
USE IN VERIFYING ACCOUNTS RECEIVABLE 


RicHarD A. 
Assistant Professor, Ugiverstiy of Pittsburgh 


N AN attempt to promote more general 
familiarity with statistical approaches 
to testing accounts receivable, this 

article is designed to reduce to a minimum 
the statistical background necessary for 
an understanding of an application of 
statistical sampling and to substitute pre- 
pared tables for terms and formulas so 
that only basic mathematical processes 
need be used by the accountant. It must 
be pointed out that when the statistical 
precision is decreased by the use of general 
terms and estimates, the reliability of the 
values is somewhat reduced from what 
would be derived from an exact computa- 
tion similar to the results obtained from 
using a slide rule as opposed to a calculator. 
Although exact mathematical computa- 
tions are desirable, they are not necessary 
to this technique, since personal estima- 
tions made by the accountant are still 
involved. 


Audit Considerations and Decisions 


The purpose of an audit of accounts 
receivable or any other asset is to prove 
to the auditor’s satisfaction the (1) exist- 
ence, (2) ownership, (3) valuation, (4) 
accuracy of record, and (5) fairness of 
presentation of the account. The physical 
existence of the asset is usually witnessed, 
at least on a test basis, by the auditor. 
Then supplemental evidence is examined 
to the extent deemed necessary. Owner- 
ship by the client at financial statement 
date must also be carefully determined 
and valuation should be in accordance 
with generally accepted accounting prin- 
ciples consistently applied. Any inac- 
curacies in the records are noted, cor- 
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rected if material, and brought to the 
attention of management which has pri- 
mary responsibility for the accounting 
records. Finally, formal presentation must 
be fair and any relevant information dis- 
closed. The extent of proof desired in any 
instance depends primarily upon the 
materiality of the amount involved and 
the relative risk of loss. 

With reference to the verification of 

accounts receivable, the formula and pro- 
cedure that follow force the auditor to 
concentrate closely on materiality by 
stating a limit as to what he considers 
material or immaterial. Also, he must de- 
cide objectively whether the observed 
internal control is weak, fair, good, or ex- 
cellent, as this alters the ultimate sample 
size. 
In determining an adequate sample size 
of customer accounts to be verified, the 
accountant will need to obtain some basic 
information from his client’s records: (1) 
the total amount of accounts receivable to 
be verified, (2) the number of customer 
accounts comprising the total, and (3) the 
dollar range of the individual accounts 
(the dollar difference between the highest 
and the lowest single customer account 
balance). This information may or may 
not be readily available. Close approxima- 
tions of (2) and (3) above may be satis- 
factory whenever the number of accounts 
is very large. 

With the above information in mind, 
certain decisions are made by the account- 
ant. These include: The degree of accuracy 


* The author wishes to acknowledge his gratitude to 
Professor ps hs Jablonski for his assistance in the 
preparation of paper. 
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(or proof) desired and the precision of meas- 
urement or the maximum error to be toler- 
aied. Experience with confirmation return 
results must also be considered. 

The degree of accuracy desired from the 


sample is directly related to the account® 


ant’s evaluation of his client’s internal 
control of accounts receivable. If he deter- 
mines that the internal control is poor, or 
less than desirable, he may insist upon a 
high degree of accuracy from his ultimate 
sample. This means that the accountant 
must be more exacting in his requirements 
for proof of the genuineness of both the 
customer accounts and their total when- 
ever internal control is weak. If internal 
control appears exceptionally good he can 
afford to reduce his tests or the degree of 
accuracy required from the sample. The 
effect of varying degrees of accuracy upon 
the sample size will become clearer with 
later illustrations. Varying degrees of ac- 
curacy may be introduced by referring to 
Exhibit 1—DrsmrED DEGREE oF AccU- 
RACY. Although this table is only partial, 
ranging from 80.0 to 99.95 per cent, it 
should be adequate in allowing for differ- 
ences in the effectiveness of internal con- 
trol from one organization to another. 


EXHIBIT 1 


DESIRED DEGREE OF ACCURACY 
(Based = an evaluation of internal control) 
legrees of Accuracy in Sample 


Values for “A” 

Per Cent in formula 
80.0 1.28 
85.0 1.44 
90.0 1.65 
92.0 1.75 
94.6 1.88 
96.0 2.05 
98.0 2.33 
99.0 2.58 
99.5 2.81 
99.95 3.5 


Note: The scale above runs from excellent internal 
control (80 per cent accuracy) to poor internal control 
(99.95 per cent accuracy). For example, in a sample of 
10,000 the accountant would allow for only 5 errors due 
to probability using 99.95 per cent accuracy. 

Source: Calculated from a normal curve table, 
“Areas Under the Normal Curve,” Applied General 
Statistics, Croxton and Cowden, p. 746. 
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The precision of measurement or mazi- 
mum error to be tolerated must be deter. 
mined beforehand, since reducing the 
maximum error in a statistical sample to 
zero (or using maximum precision) would 
necessitate making a complete analysis of 
all the customer accounts. Because any 
sampling plan is based upon less than 100 
per cent precision or accuracy, a statistical 
sample, like most other measuring instru- 
ments, cannot indicate any value of the 
population (all the customer accounts, in 
this case) exactly. For example, a yard- 
stick may be used to measure the length 
of a bookcase adequately, but it will not 
produce a perfectly accurate measurement. 
In the same sense, the accountant must be 
ready to accept some inaccuracies due to 
a measurement based upon statistical 
sampling. In fact, he already accepts them 
with his present sampling procedures, and 
without knowing their size or magnitude. 
Therefore, in statistically determining a 
sample size to verify accounts receivable, 
the accountant should decide upon a cer- 
tain tolerance (range of possible error) 
which he feels would not be material. This 
tolerance is stated as plus or minus a cer- 
tain amount (e.g., + $1,000). 

After the correct sample size is deter- 
mined by the formula, Exhibit 2—Cor- 
RECTION Factors FOR SMALL POPULA- 
TIONS is consulted to reduce the sample 
size because the total number of accounts 
is limited (finite) rather than unlimited 
(infinite). For example, if the sample size 
arrived at by solving the formula is 10 
per cent of the total number of accounts, 
the sample size should be reduced by mul- 
tiplying it by .95 (from Exhibit 2). Per- 
haps the following illustration outside the 
accounting field will make this clearer: 


If you were asked to draw an ace from an or- 
dinary pack of playing cards, your chances of suc- 
ceeding would be 4 in 52, or 4/52. If, after your 
first unsuccessful draw, you tried again withouw 
replacing the drawn card, your chances would be 
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better or 4 in 51. Because the deck of 
cards is limited (52) it is important to note 
changes in probabilities as more cards are drawn 
and not replaced. Exhibit 2 is designed to ac- 
complish the same thing when the percentage of 
gecounts determined by the formula is 10 per 
cent or more of the total number of customer ac- 
counts. 

Firm experience with circularization 
results snould also be considered by the 
accountant. This particular statistical 
application is designed for positive and 
negative confirmations, depending upon 


EXHIBIT 2 
CORRECTION FACTORS FOR 
SMALL POPULATIONS 
(Or relatively few customer accounts) 
To be used only when the predetermined sample size 
amounts to 10 per cent or more of the total number of 
customer accounts (some authors recommend use when 


the sample size is 5 per cent or more). 
Sample Size as % 
of population Correction Factor 
10 -95 
15 -93 
20 -90 
25 .87 
30 
35 -81 
-78 
45 14 
50 71 
55 -67 
60 -64 
65 .59 
70 55 
75 -50 
80 45 
85 
90 .32 
95 22 
99 -10 


100 or more—increase tolerance (AAT) or 
reduce range* (} R) or both. AAT used 
here and } R would indicate 100 per 
cent circularization. 


* The range may be reduced by circularizing all iarge 
account balances and leaving sampling procedures to 
the remaining smaller accounts. 

Source: Calculated from 


N-1 

factor to adjust for relatively small (finite) een. 
Using N=100 as an arbitrary factor solving to 
te the correction factors, the reader should 


see Statistics for Economics and Business, by Paden and 
Lindquist, pp. 146-147. 


the circumstances of a particular audit, 
combined with verification of the original 
charges and subsequent payments of some 
accounts not circularized. Generally, if a 
great number of the customer accounts 
are of low dollar value, as in a retajl estab- 
lishment, negative confirmations may be 
used effectively. Positive confirmations 
may be used in confirming customer ac- 
counts for a manufacturer whenever there 
is a limited number of relatively large ac- 
counts. They may also be used to verify 
large account balances in either instance. 
It has been the experience of public ac- 
counting firms in general that not all of 
their positive or negative confirmation 
requests are returned or reviewed by their 
client’s customers even after follow-up 
procedures. Therefore, a return percent- 
age of less than 100 per cent, based upon 
the firm’s experience with a particular 
client, must be anticipated. 


Sampling Considerations 

Errors due to chance, or so-called sam- 
pling errors, can be reduced to any desired 
degree merely by increasing the size of the 
sample. Errors in sampling could be com- 
pletely eliminated by verifying every 
customer account balance, but this would 
not be sampling. Therefore, in determining 
an adequate sample size, the variability of 
the items (the dollar range) of the popula- 
tion must be considered. For example, if 
the accountant knew that all the customer 
accounts were identical, a sample of one 
item would be sufficient for a precise indi- 
cation of the total of all the accounts. The 
more variable the accounts with respect to 
dollar balances, other things remaining 
equal, the larger the sample required. An- 
other consideration in sampling is the 
number of customer accounts from which 
the sample is to be taken. In order to 
achieve the same degree of accuracy a 
larger sample is usually required from a 
larger population (the total number of 
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customer accounts). However, when the 
sample itself is large and nevertheless 
constitutes only a small percentage of the 
total number of customer accounts, this 
consideration is of negligible importance. 

In ogder to refrain from choosing a 
biased sample, a statistician commonly 
relies upon random sampling procedures. 
These procedures may be followed by an 
accountant in various ways: 


Reference to random decimal digit tables. In 
many current statistical textbooks, and other sta- 
tistical publications on sampling, a table of ran- 
dom decimal digits may be found, together with 
adequate instruction in the use of random digit 
tables in selecting samples. Therefore, this area is 
not discussed here. 

Restricted sampling methods. Probably one of 
the easiest statistical sampling methods available 
to an accountant in sampling accounts receivable, 
would be a systematic sampling plan, due to the 
nature in which customer accounts are kept and 
controlled. Systematic sampling consists of using 
every Kth item of the population in the sample. 
For example, if the population consists of 1,000 
customer accounts and the accountant deter- 
mined the sample size to be 100, he might start 
with the ist to the 10th account and include every 
10th account from there on in his sample until he 
reaches a total of 100. Another method available 
is cluster sampling. Here, blocks or clusters of ac- 
counts may be included in the sample. For ex- 
ample, as in the past illustration of 1,000 cus- 
tomer accounts with 100 as the sample size, the 
accountant may select clusters of 10 accounts, 
each of which is spotted throughout the entire 
population. 


The Sampling Formula 


The simplified formula for predeter- 
mining the sample size is 


n=the determined sample size, R=the 
range of values represented by the cus- 
tomer accounts (the difference between 
the highest and the lowest dollar bal- 
ances), and } R is used as an estimate of 
the population standard deviation, or o 
(sigma); AAT represents the average ac- 
count tolerance determined by taking the 


maximum error to be tolerated by th 
sample (as discussed above) and dividing 
this amount by the total number of cys. 
tomer accounts in order to arrive at ap 
average tolerance for each account, or 
Average Account Tolerance; A in the 
formula refers to the desired degree of 
accuracy from the sample (Exhibit 1) de. 
termined by the accountant’s observation 
of internal control.! 

Several illustrations are now presented 
showing applications of the simplified 
sampling formula in determining m (the 
sample size). These illustrations are not 
designed to cover the multitude of varia- 
tions that may confront an accountant in 
actual practice, but they do indicate the 
technique to be followed. 


Illustration 1—A Medium-Sized Mana- 
facturer 


Step 1—Facts determined by the accountant: 

a. Accounts receivable control, per books 
= $175,000. 

b. Number of customer accounts = 500. 

c. Range of individual account balances=$400 
(from $200, the lowest balance, to $600, the 
highest account balance). Therefore, } R 
(the dollar range) = $100. 


1 The formula presented here is a simplification of the 
statistical sampling formula 


_X-Xp 


ox 
times a finite population correction factor 


used to correct a sampling statistic taken from a limited 
population. The 
X-Xp 


ox 


formula is taken from Applied General Statistics, by 
Croxton and Cowden, 642, solved for n (sample 
size). The finite correction factor is explained in most 
elementary statistics texts; Statistics for Economics ond 
Business, by Paden and Lindquist, page 146-147, is one. 
It may also be noted by those familiar with statistics 
that } R is used in the presentation above as a simpli 
conservative estimate of the population standard devia- 
tion allowing for error due to variations from a pet 
fectly normal curve in which } R would approximate 
the standard deviation. 
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Step 2—Decision made by the accountant: 

a. Degree of accuracy desired from the sample 
based upon an estimate of very good internal 
control = 80 per cent or 1.28 taken from Ex- 
hibit 1. 

b. Maximum error to be tolerated or precision 
of the measurement=total tolerance of 
+$4,000. Average Account Tolerance (AAT) 
is then determined by dividing $4,000 by 500 
(the number of customer accounts) =8. 

Step 3—Solve equation for n’ 


= 16=256. 


Step 4—Compare the formula results (256) with 
the total number of accounts and refer to Ex- 
hibit 2. Notice in Exhibit 2 that the sample size 
derived from the formula may be more than 100 
per cent of all of the customer accounts. If this 
is the case, the accountant may do several 
things, according to the information in Exhibit 
2: (1) increase the acceptable tolerance (how- 
ever, the accountant may feel that an addi- 
tional increase in the tolerance would be mate- 
rial with regard to the accounts receivable bal- 
ance and the other assets), or (2) reduce the 
total dollar range by circularizing 100 per cent 
of the large account balances with positive con- 
firmations and sampling from the remaining 
smaller accounts, or (3) both (1) and (2) above. 

With the number of accounts (256) found by 
solving the formula, the accountant determines 
that the sample size is about 50 per cent (256 
+500) of the total number of accounts. Again 
referring to Exhibit 2, the correction factor for 
a sample size of 50 per cent is .71. Therefore, 
256 accounts times .71=182 accounts, or the 
sample size necessary to prove the total of the 
accounts receivable control balance of $175,000, 
plus or minus $4,000, with 80 per cent accu- 
racy. These 182 customer accounts may be veri- 
fied in a combination of ways familiar to the 
accountant: 


(1) Positive confirmations. 

(2) Negative confirmations, 

(3) Proving the original charges to the ac- 
counts by reviewing authentic sales in- 
voices, shipping records, inventory rec- 
ords, etc. 

(4) Proving subsequent payment of the ac- 
counts. 


In most instances a combination of all the 
above four steps in verifying the account bal- 
ances may be used, the proportions depending 
upon the individual accountant. As long as the 


182 account balances are verified to the ac- 
countant’s satisfaction the statistical precision 
is not reduced by alternative approaches. 

Step 5—Firm experience with confirmation re- 
sults must now be taken into consideration. As 
mentioned earlier in this article, less than 100 
per cent results can be expected with confirma- 
tion replies, even after follow-up procedures. 
Assuming that the accountant’s experience with 
similar manufacturing firms indicates that 
about 90 per cent of all positive confirmations 
are returned, and that he desires to send 50 
positive confirmations (out of the 182 accounts 
to be verified), he would send 56 positive con- 
firmations (50 +.90) and anticipate an ultimate 
return of 50. If the accountant sends negative 
confirmations, experience indicates that a 
smaller percentage has actually been reviewed 
and that he would therefore apply the same 
technique used with positive confirmations but 
divide the chosen number of accounts to be 
verified by a much smaller percentage (say, 30, 
40, or 50 per cent). 

After the confirmations have been reviewed 
and all bookkeeping errors have been found, an- 
alyzed, and corrected, the average customer ac- 
count balance is computed for at least 182 ac- 
counts. This average balance must then be 
multiplied by 50 (the total number of ac- 
counts). The grand total amount should fall be- 
tween $171,000 and $179,000, thus verifying 
the control account of $175,000+$4,000 with 
80 per cent accuracy. If the total obtained in 
this manner falls outside the tolerance limits of 
$171,000 and $179,000, more error exists than 
the accountant was first willing to accept as 
immaterial, and additional procedures must be 
applied. And it is possible that more tolerance 
may be accepted. This technique allows for 
minor errors that the accountant may find in 
the circularized accounts. As long as the cor- 
rected average amount of all the accounts veri- 
fied multiplied by the total number of accounts 
falls within the acceptable tolerance range, the 
control account is assumed correct at $175,000 
and there exists no material difference between 
the detail and the control account balance. 


Illustration 1—Modified 


Referring to the data assumed in Illus- 
tration 1, suppose that a new accountant 
was given the assignment of verifying the 
customer accounts of the same manufac- 


2 Note that dollar signs are omitted in solving the 
formula. 
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turer the following year and that he was 
undecided as to what relative dollar 
amount was considered immaterial in the 
past. 

Upon examination of last year’s work- 
ing papers he reviews the same data pre- 
sented in Steps 1-3 (above), with the 
exception of the tolerance. He then works 
the simplified formula solved for AAT, 


1/4R(A) 100(1. 28) _128 


AAT= = ‘ 
Vn V/256 16 


and 8 times 500 (the number of customer 
accounts) = 4,000, or plus or minus $4,000.* 
Notice in this example that the new ac- 
countant knew the original sample size 
(n) before it was reduced by the correction 
factor for relatively small populations. 
However, this correction factor would be 
negligible in many audit cases in which the 
sample size is small in relation to the total 
number of customer accounts. A similar 
procedure may be followed in order to see 
how closely the accounts receivable con- 
trol of a client was verified in the past 
when statistical procedures were not used 
by the accountant to determine the sam- 
ple size. 


Illustration 2—A Large Retailing Firm 


Another illustration is presented to 
show how stratification of the previously 
discussed sampling technique enables the 
accountant to maintain precision and still 
reduce the sample size. 

Stratifying the customer accounts means 
(1) dividing the initial number of accounts 
into groups of more homogeneous dollar 
ranges and (2) selecting random samples 
from each group or stratum. The more 
homogeneous the dollar ranges are within 
each stratum, the smaller the sample size 
necessary to verify the control account 
balance to a given degree of precision. An 
example of a large retailing firm is now 
presented. 


Step 1—Facts determined by the accountant: 

a. Accounts receivable control per books 
= $640,000. 

b. Number of customer accounts = 20,000, 

c. Range of individual account balance 
= $1,000 (from zero, the lowest account bal. 
ance, to $1,000, the highest account bal. 
ance). Therefore, }R=$250. 

Step 2—Decisions made by the accountant: 

a. Degree of accuracy desired from the 
based upon an estimate of internal control 
= 94 per cent or 1.88 (from Exhibit 1). In this 
example the accountant desires more accu- 
racy in the sample indicating weaker interna] 
control and the possibility of clerical errors, 
With 94 per cent accuracy, he allows for only 
6 errors in 100 due to probability or chance, 

b. Maximum error to be tolerated = + 12,800, 
or 2 per cent of the total dollar balance of the 
control account. 

Step 3—Solve equation for n. 


AAT 


= 733? = 537,289. 


Obviously a simple random sample with +2 per 
cent tolerance taken from the customer ac- 
counts of this retailer will not be adequate be- 
cause the sample size so determined is far in ex- 
cess of the total number of accounts, 20,000. A 
demonstration is now given in order to indicate 
how a stratified sample will reduce the sample 
size necessary to verify the same control ac- 
count balance with the same high degree of ac- 
curacy (94 per cent) and low tolerance (+2 per 
cent). 

Additional information was obtained by the 
accountant with regard to the details of the ac- 
counts, and then the accounts were arranged in 
strata as follows: 


A Approximate Total 
a: No.of Accounts _ Dollars 
$ Oto$ SO 15,000 50,000 
Sito 100 J ,000 
101 to = 600 90 ,000 
201 to 200 70,000 
401 to 1, 000 200 100,000 
20,000 $640,000 


The simplified formula was applied to each 
stratum of the above data, with the following 
results: 


* Note that the dollar sign was added. 
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No. of Total Tolerance Sam 
Range 1/4R Accounts Dollars of =2% AAT Sise (n) 
$ Oto$ SO 12.5 15,000 $150,000 +$3,000 2 13,806 
5ito 100 12.5 ,000 230,000 + 4,600 1.15 516 
10ito 200 25.0 600 90 ,000 + 1,800 3.0 552 
21ito 400 50.0 200 70,000 + 1,400 7.0 180 
401 to 1,000 150.0 200 100,000 + 2,000 10.0 200* 
20,000 $640 ,000 +12,800 15,254 


* Formula amount was 795 so a maximum of 200 (total number of accounts in this stratum) is used. 


By stratifying the account balances the deter- 
mined sample size was reduced from 537,289 
to 15,254, but even this amount may still be too 
large to be useful. 

To overcome an excessive sample size the 
accountant has two alternatives (assuming 
there is no change in his evaluation of internal 
control): (1) further layering or more strata 
(which may be impractical), or (2) a decrease 
in the degree of precision expected from the 
statistical sample. The accountant concludes 
that he would increase the acceptable tolerance 
and try again for a more realistic sample size. 
The tolerance is increased or the precision of 
the measurement is reduced to $640,000 
+$19,200 (+3 per cent). The formula is again 
applied to each stratum, with the result tabu- 
lated below. The sample size determined with a 
tolerance of plus or minus $19,200 is 6,706, 
and this is used in the analysis. 


Step 4—The accountant must then use Exhibit 2 


to reduce the determined sample size, which 
represents about 30 per cent of all of the ac- 
counts (.84 is the appropriate correction 
factor). Therefore, 6,706 times .84=5,633 or 
about 5,600. Before continuing, however, the 
accountant must consider one more factor. 


Step 5—When using confirmations, a return re- 


sult of less than 100 per cent, which would in- 
crease the sample size, must be anticipated. 
Positive confirmations may be sent to the ac- 
counts with large dollar balances and negative 
confirmations may be used for the bulk of the 
accounts circularized. Not all of the 5,600 ac- 


counts, however, need be circularized; they 
must all be verified but alternative procedures 
may be used on some portion of the accounts. 


Proof of Control Balance 


An average corrected account balance 
should be determined for about 5,600 customer 
accounts. Then this amount must be multiplied 
by 20,000 to arrive at an estimate of the ac- 
counts receivable control balance. The results 
of this calculation should fall between $620,800 
and $659,200 in order to prove the genuineness 
of the control account balance of $640,000 plus 
or minus $19,200. 

Practically, it may be too burdensome to 
stratify the accounts as has been done in this 
illustration. If this is true, the only way to 
prove the control balance without accepting a 
great range of error would be 100 per cent cir- 
cularization. It was seen that even allowing for 
a +3 per cent error in the estimate of the con- 
trol account balance and using five strata, 
about 30 per cent verification was still required 
for the sample to be statistically adequate. 
Physical stratification of the accounts is not 
always necessary; estimated stratification may 
be adequate. Also, the number of accounts to be 
included in the sample from each strata may be 
approximated. For example, the unadjusted 
sample calls for over 6,100 accounts with less 
than $50 balance. Adjusting this amount times 
the correction factor from Exhibit 2 (.84) re- 

sults in about 5,000 accounts in the category or 
about one-third of the total 15,000. These may 


No. of Total Tolerance Sam 
Range 1/4R Accounts Dollars of +3% AAT Sise (n) 
$ Oto$ 50 12.5 15,000 $150,000 +$4,500 <a 6,131 
51 to 100 12.5 4,000 230,000 + 6,900 1.725 185 
10ito 200 25.0 600 90 ,000 + 2,700 4.5 109 
201ito 400 50.0 200 70,000 + 2,100 10.5 81 
401 to 1,000 150.0 200 100 ,000 + 3,000 15.0 
20,000 $640,000 +19,200 6,706 
SS 


* Formula amount was 353 so a maximum of 200 (total number of accounts in this stratum) is used. 
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be chosen at random, in clusters of 100, for ex- 
ample. 


Conclusion 


Statistical sampling has been presented 
in this report as a supplemental tool to aid 
the accountant in determining an adequate 
sample size of customer accounts necessary 
to verify accounts receivable control in 
advance of circularization. Statistical de- 
tail has been reduced to a minimum in 
order to present the material in a manner 
that may be understood by the non-statis- 
tician. Variations of this technique may 
be devised to allow for more accuracy, 
especially with regard to substituting a 
better estimate of the population standard 
deviation (c) for } R. However, doing this 
would generally call for some analysis of a 
sample of the customer accounts before 
the desired size could be determined. 

Determining an adequate sample size 
requires a careful review of certain data 
by the accountant. He must consider total 
variability in account balances (the dollar 
range), maximum error to be tolerated 
(precision), and also the desired degree of 
accuracy from the sample based upon his 
judgment of internal control. The ac- 
countant’s first choice would undoubtedly 
be as small a sample as possible, one with 
100 per cent precision and no tolerance. 
But 100 per cent precision may be achieved 
only by a complete circularization and 
review of all of the account balances. How- 
ever, some positive conclusions have been 
reached that may enable the accountant to 


estimate more accurately an adequate 
sample size. These are: 


1. Some error with sampling must be ex. 
pected. Sampling, like any other measuring 
instrument, is not perfect; a certain range of er. 
ror must be, and is, tolerated by the accountant. 
This is similar to the “go, no go” gauge used in 
inspection. The larger the sample size with re. 
spect to the total number of accounts, the 
smaller the error or tolerance, and the greater 
the precision. 

2. Variability in account balances must be 
given sufficient attention. Generally, the larger 
the dollar range, the larger the sample size must 
be if it is to reflect a desired accuracy. Large 
variances or ranges can be partially reduced by 
stratification or by separating the large ac- 
counts from the remainder and performing a 
100 per cent positive circularization on them. 

3. Internal control influences the size of an 
adequate sample. The better the internal con- 
trol within a client’s organization, the smaller 
the sample size necessary to prove the control 
account balance (see Exhibit 1), always assum- 
ing no changes in the tolerance or the dollar 
range of accounts. 

4. Individual public accounting firm experi- 
ence with confirmation request returns must be 
given consideration. Even after follow-up pro- 
cedures, not all positive confirmations are re- 
turned and even fewer negative confirmations 
are reviewed. Additional confirmations may be 
added to the estimated sample size for extra 
security. If more than the estimated number of 
positive confirmations are returned, for ex- 
ample, any extras may be omitted or used in the 
complete analysis. 

5. Mathematical detail is not mandatory to 
this technique because estimations regarding 
internal control and circularization returns 
that enter into a statistically determined sam- 
ple size must be made by the accountant. And 
a “chain” of calculations is only as good as its 
weakest link. 
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RE-EXAMINATION OF BASES AND OPPORTUNITIES 
FOR APPLYING ACCOUNTING JUDGMENT* 


L. 


larly those practicing as public ac- 

countants, have long prided them- 
selves upon being engaged in a profession 
in which the exercise of trained judgment 
is of paramount importance. Through the 
years as American business and industry 
developed elemental, and often crude, sta- 
tistical and accounting methods and prac- 
tices into the highly scientific and stand- 
ardized practices witnessed today, the 
professional accountant’s trained objective 
examinations and reports upon financial 
transactions were major instruments used 
by managements in evaluating the effec- 
tiveness of past operations. 

Today there is a growing belief among 
informed students of the dynamics of 
modern business enterprise that the con- 
ventional accounting judgments and opin- 
ions, while still useful in lesser degree, are 
no longer major instrumentalities for use 
by business managements in planning and 
directing their enterprises along long term 
profitable channels. There is also a fairly 
widely held belief among the public at 
large that accountants are merely skilled 
artisans whose judgments and opinions are 
the result of intuition and carefully mem- 
orized rules and dicta. 

The writer believes there is a definite 
need for professional accountants to be in 
closer harmony regarding the elements 
comprising well reasoned judgments and 
opinions, and to demonstrate conclusively 
that accountants are capable of rendering 
constructive judgments, particularly as 
they affect major aspects of management 
planning and control for long range profit- 
able enterprise. Further, there is need for 
more convincing evidence that profes- 
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sional accountants are, in fact, dealing with 
important problems and issues on the high 
intellectual plane expected of a true profes- 
sion. The foregoing point up the desirabil- 
ity of professional accountants undergoing 
a rigorous self-examination and probing 
before continuing to assume that their pro- 
fessional judgments and opinions are of the 
type and quality to merit full approbation 
by an informed public. 

The balance of this paper is devoted to 
ideas which the writer hopes may stimu- 
late other accountants to think more in- 
tensely about some of the neglected con- 
ceptual aspects of their professional future. 
The presentation is in three parts, namely: 
(1) a capsule re-orientation to the essential 
elements and stages involved in the judg- 
ment or decision forming process, (2) a de- 
scription of some of the major non-ac- 
counting areas in which qualitative ac- 
counting-type judgments can materially 
aid a management in planning and profit 
control, and (3) a delineation of some of the 
areas of education and training which re- 
quire added emphasis in developing profes- 
sional accountants for expanded judg- 
mental roles. 

It is not deemed essential to the devel- 
opment of the theme of this paper to dis- 
course on the need for further sharpening 
of the accountant’s judgment with respect 
to his conventional financial statement ex- 
amination and the professional opinion 
thereon. Present accounting literature in 
this regard is doubtless more than ade- 
quate. 


* The views expressed are those of the writer and 
do not necessarily reflect policy of the U. S. Army Audit 
Agency with which he is associated. 
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Essentials of the Judgment Forming Process 

Thinking starts with a problem which 
must be solved. In a static society where 
there are no difficulties or requirements for 
resolving problematic situations there 
would be no need for thinking. Actions 
would be purely instinctive and mechan- 
ical. Thinking requires a selection of the 
essential factors in a problematic matter 
needing resolution and the interrelating of 
these factors to one another as well as de- 
termining their meaning for the problem 
to be solved. Hence, finding the pertinent 
factors in a problem situation is the sub- 
stantive beginning of thinking. 

In order to effectively solve problems, an 
individual must draw upon his past experi- 
ences, either direct or vicarious. The related 
experiences which he has stored in his mind 
are organized into a system of ideas and 
beliefs which control his outlook and opin- 
ions concerning questions and problems to 
which the experiences are related. This or- 
ganized system of thought is generally re- 
ferred to as “frames of reference.” An in- 
dividual’s selection of pertinent data from 
among his stored-up experiences is gov- 
erned by a point of view or mental atti- 
tudes. The latter not only influence the in- 
terpretation of data or events but, before 
the stage of interpretation is reached, de- 
termine which facts shall be selected and 
which shall be rejected or ignored. 

The importance of the selective activity 
of the mind should be clearly understood 
by each individual who strives to exercise 
sound judgments. There is a widespread 
notion that an adult person can always dis- 
cern facts that are exposed to observation 
if he will only take the time to look. Thus, 
we often hear the remark “the facts are 
quite obvious.” This belief is illusory be- 
cause a mental bias can operate to prevent 
a person from either ascertaining the rel- 
evant facts or from appropriately inter- 
relating facts and drawing logical conclu- 
sions therefrom. 


Often in the administration of the day to 
day activities of life, a person must make 
quick decisions without time to concen- 
trate on the formal apparatus of judgment 
formation. In this regard, it is especially 
important that the individual be condi- 
tioned through prior training and experi- 
ence in making wise judgments. In conse- 
quence, his directed intelligence permits 
him to make a rapid selection of the stored- 
up knowledge or experience appropriate to 
solution of the problem at hand or the de- 
cision to be made. 

There is room in practical life for both 
quick, intuitive type thinking and the care- 
ful step-by-step reasoning process. Judi- 
cious coordination of the two will benefit 
each kind of thinking. This coordination is 
usually accomplished within the frame- 
work of a technical method, the so called 
scientific method. The latter purports to 
minimize the incidence of subjective in- 
fluences which in absence of methodic 
analysis of facts would becloud the think- 
ing process. 

Practically all schools of thought empha- 
size that, following scientific ideology, a 
person is likely to achieve a soundly rea- 
soned judgment or decision if he observes 
the following points or steps in reaching a 
decision: 

1. A definite problem or situation requiring de- 

cision is recognized. 

2. A scale of priority for decisions is established. 
This will assure that efforts will be first 
directed toward the most important issues, 
problems, etc. 

3. The problem or issue is given precise defini- 
tion. This step may be thought of in the 
light of the question, “Specifically, what is 
the problem?” Precise definition will per- 
mit separation of individual problems from 
a complex of problems and thus assure 
that appropriate attention can be devoted 
to each individual situation. 

4. A tentative theory of solution is developed. 
This sequence requires that the judger 
state the problem or issue in terms of the 
facts or data required for a solution. From 
this is developed a theory or theories re- 
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garding ways to proceed and things to do 
in order to achieve a solution. If more than 
one theory or solution is developed, then a 
choice must be made of the one estimated 
to produce the most desirable solution. 

. A fixed sequence of basic acts to be performed 

is established. 

A tentative solution (or solutions) is developed. 

This step involves the estimation of the 

consequences (gain-loss factors) of the 

various alternative probable results set out 
under the tentative theory or theories. 

Also embraced in this stage is a plan for a 

course of action if the tentative solution 

proves unworkable or impracticable. 

7. Test or confirmation is made of the tentative 
solution. An initial experimentation should 
give a first insight as to whether the 
tentative solution reasonably resolves the 
problem or issue under study. If the initial 
experiment is successful, further experi- 
mentation under the same conditions will 
confirm whether the solution is the best one 
under the circumstances. In absence of con- 
firmation of the soundness of the tenta- 
tive solution, then tryout of alternative 
solutions or adoption of other plans must 
be undertaken. 


an 


> 


It is not to be inferred from the foregoing 
description that every judgment is formed 
through tracing the particular order or 
number of stages discussed. The steps may 
be broken down into further sub-steps or 
they may appear in actual practice to be a 
single continuous step. The latter is es- 
pecially true in the case of a person of wide 
and diversified experience who may give 
every appearance of making decisions or 
judgments intuitively. 

We must constantly remind ourselves 
that the judgmental process is a highly in- 
tangible thing and even in simple cases is so 
subtle in character as to defy precise cat- 
egorization into formal stages or sequences. 

Notwithstanding, an approximate analy- 
sis of the process by which judgments are 
formed should be quite useful to account- 
ants in better preparing themselves for 
specific assignments in areas in which con- 
ventional accounting judgments are re- 
quired. Such knowledge is useful as well in 


planning the long range kind of training 
and experience which will equip them for 
rendering sound judgments in business and 
economic areas that are normally deemed 
non-accounting. 


Non-Accounting Areas for Application of 
Accounting-Oriented Judgments 

It is axiomatic that the efficiency of 
modern business operations depends in 
large measure on the degree to which a 
management has brought its enterprise in- 
to a state of continuous advance planning, 
forward programming, and in-progress 
evaluation and adjustment of performance. 

Trained and skilled professional ac- 
countants have acquired knowledge and 
experience vis-a-vis a wide and diversified 
range of economic transactions and busi- 
ness viewpoints. Through enlarging the 
horizons of their thinking and acquisition 
of minimal added knowledge of managerial 
responsibilities and tolerances, they should 
be in position to form the kinds of broad- 
gauged judgments and supply the kinds of 
counsel to business managements which 
will materially assist the latter in assuring 
that their enterprise resources are properly 
geared for taking advantage of changing 
environmental conditions. 

With respect to assisting business man- 
agements in devising and activating a well 
conceived and interlaced framework of 
long range and short term plans, the pro- 
fessional accountant can bring his knowl- 
edge and techniques into service in at least 
three specific areas. They are: (1) assisting 
in the construction of the framework or 
mold for enterprise planning, (2) aiding in 
the establishment of the media, methods, 
and procedures by which flexible, construc- 
tive planning is performed and evaluated, 
and (3) selectively testing and analyzing 
relevant basic data and screening alterna- 
tive plans prior to final decision making by 
top management. 

The well versed accountant can be par- 
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ticularly useful in synthesizing accounting, 
economic, and other statistical data which 
top management can utilize in constructing 
the basic enterprise policy and mission 
framework. In case of a fairly new enter- 
prise or an established one which proposes 
to materially alter its corporate image, the 
accountant’s initial contribution could be 
the systematic development of data re- 
garding prospective demand for products 
or services of the industry as a whole, fac- 
tors affecting key supply sources, trends, 
and changes in competitive conditions 
within the industry, and pro forma esti- 
mates of the relative standing of the enter- 
prise with respect to share of markets, cost 
position, and competitive strength. Since 
the modern concept of planning is tied to 
the notion of influencing events to happen 
that otherwise would not occur, it is obvi- 
ous that the accountant who furnishes sub- 
stantial assistance to management in 
constructing the matrix for long range 
planning will have made an important 
contribution toward giving the enterprise 
greater influence over its own destiny. 

A second area of policy making and plan- 
ning in which the accountant can extend 
his judgmental usefulness is that of assist- 
ing management in establishing an enter- 
prise environment and adequate mecha- 
nisms which insure continuous, effective 
planning, concurrent review and analysis 
of such planning, and timely adjustment 
and synthesis of plans to take advantage 
of technological, economic, and social 
changes and innovations. 

The accountant might well aid a man- 
agement in creating an orderly system and 
allocation of responsibility down the line 
for design of plans, progress review of plans 
in action, and post-action evaluation of the 
effectiveness of plans. The over-all plan- 
ning schemata should provide appropriate 
distinction, both as to content and respon- 
sibility, between the substantive planning 
involving broad enterprise policies, mis- 
sions, and goals, and the procedural plan- 


ning associated with programming and 
scheduling specific projects and work de- 
tail. Important elements to be observed by 
the accountant in this regard are assurance 
that each key individual in the organiza- 
tion is assigned a specific time-phased part 
of planning, clear cut authority commensu- 
rate with responsibility is delegated to each 
such individual, and each designated in- 
dividual is held to strict accountability for 
accomplishment of assigned planning. 

It is also pertinent to note that a broadly 
experienced accountant should be in posi- 
tion to furnish valuable counsel and assist- 
ance to top management in providing 
leadership, planning “know how,” and 
supervisory control of planning activities 
at lower management echelons. The ac- 
countant’s conventional audit of a large 
scale enterprise requires considerable ad- 
vance planning. Advance determinations 
must be made with respect to scope of cov- 
erage, timing of examinations, staffing re- 
quirements, and individual assignments for 
a rather large group of staff members. Also, 
supervision and control of widely spread 
work and the evaluation of actual work in 
the light of management significance must 
be carefully planned in advance. Ac- 
cordingly, the accountant primarily re- 
sponsible for planning and controlling such 
audits gains an experience which makes 
him a strong choice to counsel and assist a 
management in designing, improving, and 
controlling the over-all enterprise planning 
system and methods. 

A third significant area of enterprise 
policy making and planning in which the 
accountant has an opportunity for provid- 
ing seasoned judgment is that of counsel- 
ling and aiding in the development and/or 
improvement of the actual enterprise deci- 
sion making process. Much has been writ- 
ten in recent years about the nature of de- 
cision making and the modern scientific 
methods available to management for 
making decisions. Notwithstanding, the 
writer believes that the element of mature 
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judgment so essential to qualitative deci- 
sion has not been stressed sufficiently in the 
plethora of literature. Moreover, the fre- 
quent emphasis on the mathematical or 
statistical aspects of decision making has 
influenced an inordinate obsession with 
“decision by formula.’’ In these circum- 
stances, the well rounded accountant could 
easily serve as the catalyst in the manage- 
ment effort toward improving the general 
quality of enterprise decisions. 

The accountant can be especially help- 
ful to top management in assuring that the 
planning system is producing acceptable 
alternative action plans. He can perform 
selective advance screening or analysis of 
submitted plans in order to insure that the 
alternative courses of action transmitted to 
top management for final decision have 
been carefully reviewed and evaluated by 
responsible subordinate personnel. It is 
taken that, in making his review, the ac- 
countant will first satisfy himself that 
management has established criteria or 
predetermined scales of preference or de- 
sirability with respect to consequences or 
outcomes of alternative plans or strategies. 
Otherwise, it will be necessary that the ac- 
countant assist or counsel management in 
constructing scales of preference in order 
to effectively appraise the relative merits 
of various proposed plans. The account- 
ant’s independent and objective analysis 
and review in the foregoing connection 
should help assure top management that 
all worthwhile alternative courses of action 
receive adequate advance review and con- 
sideration prior to submission to top man- 
agement for final review and decision. 

In summarizing discussion of the ac- 
countant’s opportunity for expanding the 
application of his informed judgment to 
the area of enterprise policy making and 
planning, it is well to remind ourselves that 
an enterprise management has the difficult, 
but compulsive, responsibility of antici- 
pating the shape and content of future 
events which will affect the enterprise. 


Moreover, management must exert every 
informed effort to influence the environ- 
ment in which the enterprise operates— 
not merely adapt the enterprise to the 
existing environment. 

Perhaps the progressive accountant’s 
greatest opportunity for enhancing his 
stature as a purveyor of high quality judg- 
ment might well lie in the direction of fur- 
nishing an enterprise management with ad- 
equate assurance that it has an effectively 
operating system of people and methods 
which presents the key information needed 
for major decisions in a way that permits 
responsible enterprise officials to grasp re- 
quired facts early and make decisions 
quickly and confidently. 

In addition to the foregoing opportu- 
nities for service, the professional account- 
ant can focus his attention and abilities on 
the scientific development of data which 
will give management better quantitative 
and qualitative information as a basis for 
decision making. He might direct his skills 
to testing the enterprise accounting system 
in a way to improve the collection and 
publication of accounting and related sta- 
tistical data in terms of organizational and 
personal responsibilites and accountabil- 
ities. Again by way of illustration of ex- 
panded opportunities, the accountant 
could assist management in improving the 
accounting and statistical gathering mech- 
anisms in a way to point up for manage- 
ment attention the major exceptions or 
deviations of operations from both com- 
pany and industry standards and past 
averages. 

Accounting methodology has served the 
time honored purpose of quantifying busi- 
ness problems. Through original transac- 
tion measurement, classification of data, 
and presentation of business relationships 
expressed in numerical terms, accounting 
methodology permits the expression of 
business results in less ambiguous and more 
easily understandable terms for enterprise 
personnel who are required to make busi- 
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ness decisions. The accountant, having 
worked extensively with myriads of ac- 
counting systems, can aid management in 
constructing and revising systems so that 
the data and reports emanating therefrom 
will clearly disclose the manner and the ex- 
tent to which enterprise programs have 
been effectively accomplished. 

Another area for attention by the trained 
accountant is that of aiding management 
in the construction of financial or economic 
models of enterprise operations. This will 
require careful identification and measure- 
ment of the key factors involved in major 
operations, and the establishment of rela- 
tionships among these factors which can be 
used as a basis for projecting alternative 
decisions and predicting the outcome of 
such decisions. The professional account- 
ant has a wealth of experience in examining 
enterprise operations on a step-by-step 
basis in order to arrive at an opinion re- 
garding the fairness of financial state- 
ments. Using past familiarity as a plat- 
form, he should be in position to more 
carefully analyze the sequential flow of op- 
erations, establish better criteria for con- 
trolling operations at key points within the 
operations flow pattern, and establish 
better scientific bases for measuring varia- 
tions from norms and standards. Improved 
accounting systems and financial models 
should be productive of better information 
for managerial use in forward planning of 
over-all enterprise operations, in choosing 
the right project among alternatives for 
maximizing enterprise profit, and in achiev- 
ing a minimization of cost of production 
and distribution. The improved data will 
enable a management to make timely ad- 
justment of in-put cost to changing or 
prospective changing revenue schedules. 

Another area for the expanded attention 
of the professional accountant is that of 
aiding management in objectively assess- 
ing the impact of electronic data processing 
devices on the entire fabric of enterprise 
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control machinery. Since electronic data 
processing machinery, when properly pro- 
grammed, can make an enormous number 
of repetitive decisions formerly made by 
humans, it is imperative that management 
together with the accountant and otherin- 
formed specialists make early determina- 
tion as to what operations will be auto- 
mated and which administrative and or- 
ganizational relationships will be mate- 
rially altered because of such automation, 
Many of the data susceptible to processing 
by automation are those generated in the 
conventional accounting process. The ac- 
countant can be particularly useful in 
assisting management in programming the 
data gathering operations most susceptible 
to automation. This should be done in the 
light of economy and the best over-all in- 
terests of the enterprise and without re- 
gard to time honored individual functional 
responsibilities. 

The immediately foregoing discussion 
has centered on areas in which record data 
are a significant part of the tools or instru- 
ments by which a management plans and 
controls its enterprise operations. The pro- 
fessional accountant perhaps is the best 
qualified of external specialists to aid and 
abet management in achieving highly syn- 
chronized and effective in-progress control 
over operations. His focus however must 
be directed toward review of evolving 
transactions rather than on_ historical 
transactions. In short, the external ac- 
countant may best achieve optimum serv- 
ice to management in the control area 
through examining and testing enterprise 
transactions for the primary purpose of 
advising on ways and means of reconstruct- 
ing and improving control machinery. 


Areas for Increased Emphasis in Training 
Accountants 


One of the hallmarks of a profession is 
the willingness of its members to assume 
the responsibility for improving the scope 
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and quality of its services. The majority 
of professional people place a high value on 
continuing education and continuing im- 
provement of performance. However, in 
the past the efforts of professional ac- 
countants have centered primarily on ac- 
quiring added skills in highly specialized 
areas such as tax practice and similar fairly 
narrow specialities. 

In recent months various state and na- 
tional organizations of accountants have 
expedited research into the publication of 
information regarding management serv- 
ices susceptible to performance both by 
external (public) accountants and by in- 
ternal accountants and auditors. An enor- 
mous task lies ahead for the accounting 
profession to lay out concrete, orderly 
plans for the broader-gauged training re- 
quired to equip the profession’s personnel 
to render the kind of managerially sig- 
nificant judgments and opinions discussed 
in other sections of this paper. 

The profession has an immediate dual 
responsibility to actively aid and assist uni- 
versities in reshaping curricula to meet 
dynamic demands on the profession, and 
to assist individual practitioners in map- 
ping out internal programs which trans- 
cend instruction and experience in the 
“mechanical” specialties that in the past 
have furnished the bulk of professional ac- 
counting practice. 

It is not within the purview of this paper 
to analyze the detailed content of college 
curricula designed to attain the objective 
of developing good judgmental characteris- 
tics in accountants. It is believed useful, 
however, to point out the highlights of an 
a which may lead to desirable re- 
suits. 

Exercise of good judgment is based not 
merely on knowledge of fundamental laws 
and technique but on demonstrated abil- 
ity to apply laws and techniques effec- 
tively. It is to be taken, therefore, that any 
program for the development and improve- 
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ment of judgmental power will seek an in- 
culcation in the individual of a fund of 
broad knowledge combined with the abil- 
ity to apply appropriate aspects of the 
knowledge to specific problems or situa- 
tions as they arise. 

Many educators agree that in disciplin- 
ing individuals to think effectively a school 
curricula should be designed to train an 
individual adequately in at least one of the 
social disciplines such as sociology, history, 
law, political science, psychology, econom- 
ics, etc. Although training in one field is 
emphasized, the advocates of the “broad 
field” curriculum recommend that the 
student acquire a working knowledge of 
the general findings of several of the social 
disciplines related to the one of primary 
emphasis. 

The present writer believes that the 
“broad fields” program has real merit in 
training accountants and prospective ac- 
countants in logical methods of collecting 
facts, weighing the facts, and drawing 
serviceable theories or generalizations 
therefrom. Business life itself is lived as a 
large unit rather than in isolated compart- 
ments. Therefore, an educational program 
designed to inculcate in a student an inte- 
grated, comprehensive view of economic 
and social life should significantly improve 
the student’s capacity to deal with real life 
facts and judge wisely in a constantly 
changing social and technological environ- 
ment. 

Also looming large among the areas for 
added emphasis in training accountants is 
that of developing proper study habits and 
effective use of language. The learner must 
be instructed in methods of reading in a 
meaningful manner. Possession of this 
ability will permit an individual to secure 
wider, albeit vicarious, experiences as well 
as help him improve his processes and 
methods of thinking by permitting him to 
read understandingly about the thinking 
habits of qualified and successful people. 
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A closely allied ability to reading is the 
ability of an individual to express himself 
clearly, with proper unity, coherence, bal- 
ance, emphasis, and precision. The individ- 
ual who reasons carefully in forming his 
opinions also tends to reason well in ex- 
pressing himself to others. This idea bears 
significantly on the training of professional 
accountants because much of the endeavor 
of accountants will culminate in the expres- 
sion of opinions and conclusions for the 
benefit of other people. 

Before passing on to other matters of 
emphasis in training professional account- 
ants for better judgmental roles, it may be 
well to summarize our ideas regarding 
areas for increased emphasis in educational 
curricula. A formalized program of educa- 
tion for accountants should attempt to 
train the minds of learners to function 
smoothly and rationally within the frame- 
work of the best simulated total socio- 
economic life situations they will face in 
actual practice. The emphasis should be 
placed on confronting the learner with 
problems which span a wide range of social 
disciplines. The learner should then be 
guided through sufficient exercises in 
searching out relevant facts, weighing the 
facts, deriving timely conclusions, and 
testing the conclusions so derived. In short, 
a formalized educational program should 
focus upon training an individual to think 
carefully through the major problems that 
typically arise out of the unified complexes 
and institutions comprising our modern so- 
ciety. In this regard, courses of instruction 
might well be arranged around certain core 
or functional groupings such as the in- 
dustrial enterprise, political institutions, 
international relations, etc. 

It is not far fetched to suggest that the 
basic undergraduate curriculum for train- 
ing accountants of the future will concen- 
trate not on teaching knowledge and tech- 
niques of accounting per se but rather upon 
teaching prospective accountants better 
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methods and techniques for reasoning and 
judging wisely among the problems and 
values that arise out of the total economic 
and social institutions for which account- 
ing is but one supporting discipline. Ip 
keeping with the foregoing proposition, it 
is reasonable to assume that instruction in 
the specific techniques and methodology of 
accounting routines and practices can be 
handled by concentrated post graduate in- 
struction at educational institutions and/or 
through job training by individual firms of 
accounting practitioners or accounting or 
auditing departments of business enter- 
prises. 

Professional organizations representing 
accountants can aid the movement toward 
a broader professional training by estab- 
lishing periodic institutes or seminars de- 
signed to refresh the practicing accountant 
on fundamental disciplines studied in 
school and bring him up to date on the 
broader recent developments in business 
enterprise practices and practices on other 
social institutions relating to his practice. 
These institutes or seminars should cover 
material over and beyond the technical 
specialties offered at conventional meetings 
for continuing education. 

Another means by which the accounting 
profession can achieve an orderly transi- 
tion to a broader professional approach is 
through emphasizing a greater degree of 
selectivity by professional accountants in 
the work to be performed. Individual 
practitioners can broaden their own hori- 
zons as well as develop better clients by 
assisting the latter in recruitment and re- 
tention of adequately qualified accounting 
and other control personnel. The external 
accountant can also direct a greater degree 
of attention toward assisting his clients in 
building and maintaining better internal 
control and cost reduction devices. Each of 
the foregoing elements relating to better 
selectivity of work should permit the ex- 
ternal accountant to free himself from the 
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repetitive routines associated too often 

with auditing. The freedom so obtained 

could permit him to concentrate on render- 

ing the kind of decision-making counsel to 

management expected of a well rounded 
fessional man. 

It is obvious that a profession as large as 
the accounting profession cannot reach its 
horizon over night. Habitual patterns of 
action change very slowly. A large number 
of practitioners will acquire broader- 
gauged knowledge and experience only 
through arduous effort and a painful strain 
on existing work relationships. The profes- 
sion must be prepared to encourage and 
assist, where necessary, its members to 
rapidly acquire the requisite added knowl- 
edge. With management consultants, engi- 
neers, operations research specialists, stat- 
isticians, and other external consultants 
and specialists pre-empting many of the 
management services which professional 
accountants should be performing, it is ob- 
vious that in this day of rapid change ac- 
countants can ill afford the luxury of await- 
ing the slow evolutionary progress that 
would occur during the conventional prac- 
tice of accounting. 


Conclusion 


Professional accountants have for many 
years furnished services to management 
with respect to opinions and advice on the 
reliability and fairness of historical finan- 
cial data. Useful as this traditional service 
may be, it has less value to management as 
a planning and control device than many 
other mechanisms or techniques employed 
by business enterprise. The day is rapidly 
approaching when professional account- 
ants can no longer afford the luxury of 
merely uncovering static facts and report- 
ing them to management. 

The evolving nature of business enter- 
prise over the past half century has been 
such that accountants who expect to oc- 
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cupy positions in or with respect to in- 
dividual business enterprises must be 
prepared to exercise sound judgment in a 
variety of new, novel, and often perplexing 
situations confronting these enterprises. 
The importance, therefore, of adequate 
training of accountants for a broader judg- 
mental role is apparent. 

This paper has presented the highlights 
of the judgment forming process, some of 
the major non-accounting areas in which 
accountants have unparalleled opportunity 
for exercising broader and managerially 
useful judgments, and the outline of areas 
for increased emphasis by the accounting 
profession in training accountants for an 
enlarged judgmental role. It is hoped that 
the ideas presented will stimulate account- 
ants to think deeply about the bases of ac- 
counting and accounting-related judg- 
ments. A clearer cut demonstration by the 
accounting profession that its members 
continuously use reasoning and exercise 
sound, constructive thinking should dis- 
close a pattern of professional behavior 
that prudent men everywhere will be will- 
ing to accept as desirable. 

If we accept the proposition that the key 
ingredient of professional practice is service 
based upon broad knowledge on a high in- 
tellectual plane, we cannot avoid being im- 
pressed with the observable and pervasive 
need for a large number of accountants to 
develop broader knowledge and vision 
along with their increased proficiency in 
applying the statistical methodology of ac- 
counting and auditing. 

The fruits of present opportunities for 
expanded roles as major advisors and 
counsellors to management of economic 
and social institutions will be gathered by 
those accountants who have the foresight 
and initiative to secure the necessary added 
training and experience to equip them for 
the larger and more productive judgmental 
roles. 
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THEORY AND PRACTICE IN THE CAPITALIZA- 
TION OF SELLING COSTS 


RICHARD S. Woops 
Associate Professor, University of Pennsylvania 


Castenholz, Paton, and Woodbury 

initially raised the troublesome theo- 
retical question of how best to deal with 
capitalization of administrative and selling 
costs.'_ During the intervening period, 
Professor Paton has consistently main- 
tained the position that such costs are 
subject to deferral beyond the period in 
which incurred. On the other hand, most 
textbooks have asserted that selling and 
administrative charges should be expensed 
as incurred. It is in the interest of business 
management that the theoretical and prac- 
ticable aspects of this question be kept in 
perspective, and that the original position 
stated by Paton be retained in the body of 
accounting theory for two reasons. The 
first of these is that the framework of ac- 
counting ought to be viewed as a logical 
structure, and the case for deferral of sell- 
ing and administrative costs is logically 
supportable under certain conditions. The 
second and perhaps more compelling rea- 
son is that circumstances crop up in busi- 
ness reporting where treatment of certain 
period costs as expenses may yield mis- 
leading results in management reports. 
This latter aspect has not been formalized 
in accounting literature. It is the purpose 
of this article to examine the theoretical 
and practical considerations, and to estab- 
lish a partial reconciliation between theory 
and practice to the end that business re- 
porting of selling costs may be a more 
flexible mechanism, appropriate to the 
needs of widely varying enterprises. 


[ Is more than thirty years since 


Business Practice Respecting Non-Factory 
Costs 


Non-factory costs may be divided into 
two separate classes for analysis from the 
point of view of possible deferral on the 
balance sheet. On the one hand, there are 
certain “borderline” cost items such as 
warehousing and handling costs, packaging 
costs, and administrative charges allocable 
to factory operations. On the other hand, 
there is the broad mass of marketing and 
administrative charges which are remote 
in time and space from the production line. 

The first class of items was the subject 
of a special research study conducted 
some years ago by the National Associa- 
tion of Accountants.? Although the study 
was reported in some detail, it suffices here 
to note that the Committee found that 
whether such costs were inventoried or 
expensed was a function of the division or 
section having control over the costs. If 
they were controlled by production per- 
sonnel, these costs were in general charged 
to inventories. If they were not controlled 
by production personnel, in general the 
items were expensed. 

In 1955 and 1956, the author sent two 
questionnaires to a group of manufacturing 
corporations selected from a list in the 1955 
"1 W. B. Castenhols, “The Proper Treatment of Dis 
tribution Costs,” Tae Accountinc Review, March, 
1927; W. A. Paton, “Distribution Costs and Inventory 
Values,” Tae Accountinc Review, September, 1927; 
and W. F. Woodbury, “A Treatment of Distribution 
Costs,” Tae Accountine Review, June, 1927. 

* N.A.C.A, Committee on Research, Research Series 


No. 10, “Costs Included in Inventories,” N.A.C.A. 
Bulletin, August 15, 1947, Section 3. 
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Capitalization of Selling Costs 


edition of the Manual of Excellent Manage- 
ments, published by the American Institute 
of Management. The purpose of the ques- 
tionaires was to thoroughly investigate 
business practice in the handling of selling 
and administrative costs, as well as to 
determine the extent to which large cor- 
porations undertake distribution cost anal- 
yses. The first questionnaire was sent to 
220 manufacturing corporations (identi- 
fied by cross-checking the A.I.M. list 
against Thomas’ Register of American 
Manufacturers). Replies were received 
from 140 corporations. The 1956 follow-up 
questionnaire was sent to 132 of these cor- 
porations (8 could not be identified), and 97 
replied. Among responses to the first ques- 
tionnaire, were thirty-three suggesting 
that they used deferred cost techniques 
respecting the selling, administrative, and 
research areas. Twelve of these were identi- 
fied more precisely on the second question- 
naire as charging borderline costs to in- 
ventories. In reply to questions relating to 
the materiality of the procedures, not one 
respondent felt that the practices followed 
had a material effect upon the net income 
of the company, or on the contribution of 
individual products, product lines, or 
other segments. 

With respect to selling and administra- 
tive costs not proximate to factory opera- 
tions, analysis requires a further two-way 
classification into (1) order-getting costs 
and (2) order-filling costs. Although in 
concept the latter are assets as incurred, 
and it is important that the theory lying 
behind this statement be kept in mind, it is 
also evident that order-filling costs are so 
intimately related in time to the point of 
sale that further consideration of their 
potential as deferred assets is unwarranted. 

Order-getting costs such as sales promo- 
tion, advertising, and salaries of salesmen 
are quite a different matter. Based on data 
in the author’s research previously men- 
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tioned, it is clear that large manufacturing 
concerns are aware of the potential effect 
of order-getting costs on the future reve- 
nue stream. This awareness, however, for 
the most part is not reflected in their ac- 
counting procedures. For example, only 
two companies in the population respond- 
ing had ever reflected substantial deferred 
selling costs on the annual statements, and 
neither company did so as a matter of 
regular practice. None of the companies 
deferred administrative charges, except 
to the extent that certain administrative 
items were allocated to manufacturing. 
Responses indicated that reasons for fail- 
ure to defer these items include: 

(1) lack of material effect upon reported net 

income, 
(2) adverse short-run income tax effects, and 
(3) inability to develop a satisfactory amorti- 
zation schedule for deferred items. 


On the other hand, unusual practices 
affecting selling cost deferral (or anticipa- 
tion) in interim statements were reported 
by twenty-eight per cent of the companies 
studied. These practices generally relate to 
budget equalization of selling costs. The 
item most frequently “equalized” is ad- 
vertising. The techniques used (where 
these were reported) range from equalizing 
advertising expense dollars (where costs 
are incurred on an irregular basis) to equal- 
izing expense percentages (where costs 
incurred are on a rather regular basis). In 
effect, where equalization results in not 
expensing advertising costs incurred on a 
current basis, the result is a short-run 
capitalization of costs. On the other hand, 
where equalization results in expensing 
costs not yet incurred, an anticipation of 
expense results. There appears to be a 
desire to eliminate from interim statements 
any gross distortions created by arbitrary 
contractual agreements for advertising, 
but there is some question as to whether 
the results in fact properly match costs 


ory 

ito 

the | 

the 
are 

ng 

ble 

id, 

nd 

rte 

ct 

ed 

dy 

re 

at 


566 


with revenue. In the case of advertising 
expense anticipation, a cause and effect 
relationship between advertising and sales 
cannot possibly exist, unless the costs are 
billed at some point in time after the ad- 
vertising services have in fact been 
rendered. Equalization methods, then, do 
not appear to have a strictly logical rela- 
tionship to cost and revenue matching in 
theory. This is not to say that they are not 
appropriate to the practical reporting 
needs of some business enterprises. They 
are a product of the unsuitability of the 
monthly income statement as a precise 
vehicle for measurement of operating re- 
sults, and serve as a smoothing device to 
mitigate seasonal or other irregular cost 
and revenue phenomena. 


Limitations of Theory for Reporting Pur- 
poses 


The discussion to this point presents a 
rather discouraging picture of the possi- 
bilities of implementing the conceptual 
treatment of non-factory costs as assets. 
As indicated, there are three main reasons. 
These are further discussed in the follow- 
ing paragraphs. 

In those situations where the volume of 
selling and administrative costs that im- 
pinge on future revenue is small, the prac- 
tical approach of expensing seems to be 
fully justified, although not strictly cor- 
rect in logic. 

Where income taxes are alleged to be 
the main factor or one of the main factors 
contributing to period cost expensing, it is 
not clear whether this is really a substan- 
tial obstacle to cost deferment. A strong 
case can be made for keeping tax con- 
siderations out of the picture, particularly 
in large corporations. In fact, it is rather 
surprising that a substantial number of 
respondents mentioned the point. The 
evidence certainly tends to imply that 
some attempt is made in large corpora- 
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tions to keep the general ledger consistent 
with the income tax return. One respond- 
ent wrote, for example: 


Our Profit and Loss Statement conforms as 
closely as possible to the figures submitted on our 
income tax returns and Federal and State tax reg. 
ulations, to a large degree, govern our account. 
ing policies regarding the handling of Deferred 
Charges. 


A number of respondents mentioning the 
tax issue, however, suggested that con- 
formity of ledger to income tax return was 
not the main factor in decisions not to 
defer non-factory costs. 

This leaves the third consideration, in- 
ability to establish a reasonable schedule 
of amortization for deferred non-factory 
costs. Intangibles, unlike tangibles, do not 
have a reasonably definitive life, unless a 
legal or contractual period is established. 
No physical phenomena are present to 
suggest the extent to which economic life 
is exhausted. It is generally believed to be 
desirable in the case of deferred items to 
view them as having a short-run existence. 
It is also believed to be even more desirable 
in the case of intangibles of the type here 
considered to assume that they never ac- 
quire an asset status at all. The crux of the 
matter is the degree of uncertainty. It is 
almost always very high. 

In sum, the handling of non-factory 
charges in practice implies a generalization 
that all such costs are expenses, and that 
accountants should uniformly accord them 
treatment as period costs. This appears to 
be the result primarily of inability to 
schedule amortization of related intangible 
assets. The author believes that the ac- 
ceptance of such a generalization would 
inhibit attempts to overcome the diffi- 
culties inherent in measurement of the as- 
set elements in intangible selling and ad- 
ministrative costs, with a resultant loss of 
utility to management in reported net in- 
come and/or contribution figures. The 
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Capitalization of Selling Costs 


author further believes that these diffi- 
culties can be resolved in part. For this 
reason, attention should be given to (a) 
the areas most deserving of further in- 
vestigation with respect to capitalization 
and amortization of the kinds of costs in 
question, and (2) methodologies presently 
available for handling such costs. 


Kinds of Costs Deserving of Deferral 


In the vast pool of selling and adminis- 
trative costs, only research and develop- 
ment charges and advertising create any 
genuine problems. Costs in both areas are 
deserving of close attention, but the au- 
thor has limited his research so far to ad- 
vertising. 

Much of the advertising done by large 
manufacturing companies is routine in 
character, and expensing according to the 
period concept appears to be appropriate 
for the associated costs. There are two 
notable exceptions, (1) costs incurred by 
companies in preparing advertising cam- 
paigns, prior to the issue of the media in 
which the advertisements will appear, and 
(2) costs incurred in the promotion of new 
products. 

A reasonable time at which to expense 
costs of the first type is the month in 
which the media are published, or other- 
wise brought to the attention of con- 
sumers. Although this begs the question 
of the period through which revenue is 
generated subsequent to the release of the 
advertisements, it is superior to the prac- 
tice of expensing as costs are incurred. 

A reasonable time at which to expense 
costs of the second type is the month in 
which the new product is released to the 
public. Again, the problem of amortiza- 
tion of such costs to future periods is not 
resolved. In this latter case, it may be 
noted, the costs are often very substantial 
and the initial revenue volume small. For 
this reason, additional procedures, albeit 
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arbitrary ones, may be considered desir- 
able. 


Amortization of Introductory Advertising 
Costs 

Almost all business decisions involving 
innovation are based upon estimates of 
recovery of initial investment. If a com- 
puter is to be substituted for a tabulating 
system, for example, a test that may be 
employed is how soon the estimated sav- 
ings will pay for the machine. 

Similar questions are usually raised by 
business management in the case of new 
product introductions. The test may be 
whether the entire initial investment will 
be recouped within a period of, say, six 
months (or three years). Introductory 
advertising may represent a substantial 
portion of the initial investment. It follows 
that if, in the case of a new product, the 
decision to market is based upon a pre- 
determined expectation of recovery of 
investment, the amortization period is 
fixed by managerial fiat. Conceivably, 
then, the costs could be recognized as de- 
ferred assets as incurred, and then amor- 
tized over the period in question. 

One objection to this procedure is that 
after the product is brought to market, 
additional advertising costs are in part 
related to the long pull and in part to the 
generation of current sales. New products 
may be heavily advertised or promoted 
both prior to and subsequent to the point 
of becoming available to consumers. There 
is no scientific method of isolating post- 
sale introductory costs. The advertiser 
may well be content to expense all adver- 
tising as incurred, or to defer and amor- 
tize only those costs incurred to date of 
first shipment (the latter is preferable). 

In light of these considerations, it seems 
unwise to depart from the period concept 
respecting non-factory costs as applied to 
general ledger procedure and published 
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TaBLe 1. CuMULATIVE CONTRIBUTION OF NEw Propuct A 
End of Month Number 
1 2 3 + 5 6 

$100.00 $250.00 $450.00 $700.00 $1,000.00 $1,500.00 
60.00 150.00 270.00 420.00 600. 900.00 
Gross Margin................. $40.00 $100.00 $180.00 $280.00 $ 400.00 $ 600.0 
Introductory Advertising....... 300.00 300.00 300.00 300.00 300.00 300.00 
Regular Advertising........... 20.00 40.00 60.00 80.00 100.00 120.00 
Total Advertising 320.00 340.00 360.00 380.00 400.00 420.00 
eee ($280.00) ($240.00) ($180.00) ($100.00) $ —0— $ 180.00 


financial statements. For internal report- 
ing purposes, the problem may be solved 
in part by the preparation of cumulative 
statements for new products. These should 
be independent of fiscal periods, and date 
from the day of first shipment. If the books 
are closed within the introductory period, 
such closing should not affect internal 
reporting. By the end of a period varying 
from six months to a year, the effects of 
the initial investment will be somewhat 
mitigated as it is, in effect, amortized over 
cumulatively longer periods of time. This 
effect is illustrated in Table 1. 

An even better method would be to 
amortize (for internal reporting purposes) 


the introductory pre-sale costs over the 
period fixed by management as its test of 
recovery of investment. This is illustrated 
on a straight-line basis in Table 2, assum- 
ing a ten-months recovery period. A per 
cent of sales amortization is possible, but 
since the anticipated sales may not ma- 
terialize, it is more likely to require ad- 
justments at periodic intervals. Table 3 
illustrates results on this basis. In the 
illustration it is assumed that an amorti- 
zation rate of 20% of sales is considered 
appropriate. 

The most desirable approach, of course, 
is to capitalize all initial investment costs 
whether incurred prior to or subsequent to 


TABLE 2. CUMULATIVE CONTRIBUTION WITH STRAIGHT-LINE AMORTIZATION OF PRE-SALE Costs 


End of Month Number 
1 2 3 4 e 6 
$100.00 $250.00 $450.00 $700.00 $1,000.00 $1,500.00 
$ 40.00 $100.00 $180.00 $280.00 $ 400.00 $ 600.00 
Introductory Advertising....... 30.00 60.00 90.00 120.00 150.00 180.00 
Regular Advertising........... 20.00 40.00 60.00 80.00 100.00 120.00 
Total Advertising............. 50.00 100.00 150.00 200.00 250.00 300.00 
re ($10.00) $—O— $30.00 $80.00 $ 150.00 $ 300.00 
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TABLE 3. CUMULATIVE CONTRIBUTION WITH PERCENTAGE AMORTIZATION OF PRre-SALE Costs 


End of Month Number 
1 2 3 f 5 6 
$100.00 $250.00 $450.00 $700.00 $1,000.00 $1,500.00 
60.00 150.00 270.00 420.00 600.00 900.00 
Gross Margin................. $ 40.00 $100.00 $180.00 $2380.00 $ 400.00 $ 600.00 
Introductory Advertising....... 20.00 50.00 90.00 140.00 200.00 300.00 
Regular Advertising. .......... 20.00 40.00 60.00 80.00 100.00 120.00 
Total Advertising............. 40.00 90.00 150.00 220.00 300.00 420.00 
$—0O— $10.00 $30.00 $6.00 $ 100.00 $ 180.00 


the point of first sale. Needless to say, this 
requires a managerial definition of the 
amount of the advertising budget con- 
sidered to be introductory in character, 
and the periods in which it will be spent. 
For example, if the initial investment is 
$300.00 (as illustrated in Tables 1, 2, and 
3), it does not matter when the $300.00 is 
spent as long as it is amortized over the 
period management sets as its test period. 
The reported income will be the same if the 
amount is spent at the time of and subse- 
quent to release of the product, as it would 
be if it were all spent prior to the release 
of the product. It can be observed that 
either assumption will make no change in 
the reported contribution figures in Tables 
2and 3. 


Conclusions 


The author believes that capitalization 
of non-factory costs under appropriate 


conditions is sound in theory, and, within 
limits, desirable in practice. The applica- 
tions in practice should be limited to intro- 
ductory advertising or similar large and 
non-recurring expenditures. No changes in 
published reporting are suggested. For one 
thing, capitalization of costs would have 
far less effect on reported net income on a 
company-wide basis than it would have on 
product and product line contribution or 
net income figures. Also, it would require 
an additional item in the reconciliation of 
reported net income to taxable income. 
On the other hand, the potential effect of 
capitalization on reported net income or 
contribution of business segments can be 
very substantial. Approximations of man- 
agement intent for recovery of investment 
is offered as a basis for amortization on 
internal new product and other segment 


reports. 
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DEPRECIATION: LEFT OR RIGHT? 


C. R. AIREY 
Senior Lecturer, University of New South Wales 


that accumulated depreciation should 

not be deducted from the assets, but 
shown on the other side of the balance 
sheet as a reserve. While his article is in- 
teresting and stimulating, his views seem 
to me to be unacceptable. 

He recalls that, in the days before it 
was generally realized that depreciation 
ought to be recorded consistently and 
systematically, there was a tendency to 
allow it only in years of good earnings. It 
was also customary at that time to post 
the credit directly to the asset account. 
Professor Simon condemns both these 
practices; indeed, he fails to separate them. 
Because it was wrong to provide deprecia- 
tion only intermittently, he implies that 
the bookkeeping method used by those 
who did so was also wrong. 

But if it is agreed that accounting for 
depreciation is a process whereby the cost 
of the asset is progressively treated as an 
expense, how can it possibly be wrong, in 
principle, to show a progressive reduction 
in the asset account balance? If we set up 
a Reserve for Depreciation account and 
treat it as proposed by Professor Simon, are 
we not implicitly denying that deprecia- 
tion accounting is conceived as a process of 
allocation of the cost of the asset? The 
debit to revenue suggests that we are 
making such an allocation, but the failure 
to credit the asset account—to which the 
expenditure was originally charged— 
clearly suggests that we are not allocating 
that expenditure. 

Now I am not advocating abandon- 
ment of the Reserve for Depreciation? ac- 
count. Its use is justifiable on grounds of 
convenience. It is a device which enables 
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us to keep our records more clearly. We 
should never forget, however, that it is 
no more than a device; that in principle 
the credits made to the reserve account 
really belong to the asset account. This 
principle is satisfactorily observed only 
if the reserve balance is at all times re- 
garded as a deduction from the asset 
balance—or, if you like, as the credit side 
(or a substantial part of the credit side) 
of the asset account, kept for convenience 
on another page of the ledger. 

It is therefore a great pity that the con- 
ferring of a title such as Reserve (or Pro- 
vision, or Allowance) should induce many 
to attribute to this collection of credits 
some sort of independent existence. The 
mystical ‘power of words’ seems to be at 
work here. Would we feel quite the same 
about the situation if we used some neutral 
title such as “Depreciation Contra Ac- 
count”? Would anybody, for instance, 
feel disposed to regard a mere contra ac- 
count as a source of funds or to compare 
it with a surplus reserve? 

Once the title “reserve” is given, how- 
ever, such speculations seem to come 
easily. To quote the article: ‘Accumulated 
depreciation is not too different from a 
surplus reserve (albeit it comes before 
profit measurement and not after) be- 
cause failure to record depreciation costs 
... would overstate profit and surplus, 
and tempt directors to dissipate assets in 
dividends.” 

Surely this reasoning is inadequate. 
Failure to record amy cost would overstate 


1 Simon, Sidney I. “The Right Side of Accumulated 
Tue Accountinc Review, January 
1959. 


2In Australia we usually call it “Provision for 
Depreciation.” 
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Depreciation: 


profit. But when we record, say, wages as 
a cost, we don’t get a “reserve” as the 
reward of our virtue. Instead, we are com- 
pelled to show the diminution of an asset 
(cash). 

Now when cash runs down it is impos- 
sible not to observe the fact; the running- 
down of a fixed asset, although no less 
real, is not so obvious. After all, the asset 
js still there. When we buy an item of 
plant, however, it is not the thing itself 
that we want, but the productive services 
which it will give us over the years. These 
services, although invisible, are used up in 
the course of production in exactly the 
same way aS raw materials are used up. 
If this fact is obscured by the use of a Re- 
serve for Depreciation account, it would 
be better to go back to the old method of 
crediting the asset account, even if those 
who formerly used it recorded the con- 
sumption of the asset only when they felt 
like it. 

Professor Simon refers more than once 
to the danger of misleading the layman if 
the asset appears in the balance sheet at 
the net figure, which he believes may be 
interpreted as the ‘‘true value” of the as- 
set. This point is quite valid. But why 
assume that we are helpless in this matter? 
What prevents us from stating, in plain 
English in a prominent footnote, that the 
amount does not purport to be a valua- 
tion? We could also refer those interested 
to a fuller explanation of the matter in- 
cluded in an appendix to the report. 

Personally, I would far, far sooner un- 
dertake the job of writing for the layman 
asuccinct explanation of why depreciation 
has been deducted, than that of explain- 
ing, whether briefly or at length, the mean- 
ing of a ‘Reserve for Depreciation” shown 
as an equity—particularly if the explana- 
tion had to include its role as a source of 
funds. Here, indeed, is a sophisticated 
concept to puzzle those untrained in ac- 
counting! If a mere book entry can provide 
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funds, why are we not all millionaires? 

Professor Simon concedes that ‘“‘tech- 
nically” the funds are not actually pro- 
vided by the book entry; he then adds: 
“«.. the depreciation reserve results in 
the retention or provision of funds because 
it prevents their disbursement as divi- 
dends.”’ But obviously retention and pro- 
vision are not the same. The funds accrue 
from day to day; end-of-the-year entries 
do not alter the situation in the slightest. 
Why then do some accountants go out of 
their way to imply otherwise; what is the 
point of it? 

As far as I can see, the insistence that 

depreciation is a source of funds springs 
from the assumed necessity to regard net 
earnings as another source. The truth, of 
course, is that it is the sum of these two 
which provides the funds. Seeing that 
neither is independent of the other—the 
more depreciation, the less profit—it is 
futile and misleading to list them as sepa- 
rate sources. This fact is recognized by 
those who “add back’ depreciation in a 
funds statement; certainly an awkward 
procedure to explain to the non-account- 
ant, but far less so than to persuade him 
that depreciation provides funds on its 
own. 
Incidentally, how do those of Professor 
Simon’s school of thought get on if net 
profit is arrived at after charging non-cash 
expenses other than depreciation? I should 
dearly love to overhear an attempt to 
convince a layman that a loss on the dis- 
posal of a fixed asset is an independent 
source of funds! 

To sum up: Reserve for Depreciation is 
not a true reserve, but only a bookkeeping 
device. Deducting it from the asset is not 
the result of habit or inertia but of logical 
necessity. Depreciation is not an inde- 
pendent source of funds; if it appears in a 
funds statement, it should do so only as an 
adjustment to net profit. 
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ACCUMULATED DEPRECIATION—BALANCE 
SHEET PRESENTATION 


W. G. LEONARD 
Professor, Queens University 


HE article by Sidney I. Simon in the 
January, 1959 issue of ACCOUNTING 
REVIEW entitled ‘The Right Side of 
Accumulated Depreciation” stimulated 
the interest of this ‘‘accounting theorist” 
(although I think I do not qualify as a 
target of the author’s other epithet, ‘‘acad- 
emician’’). 
I will first state my belief that the most 
useful presentation of fixed assets is some- 
what as follows: 


Deduct 
ACCUMULATED DEPRECIATION...... xxx 
Balance representing UNAMORTIZED POR- 


Secondly, as a Canadian accountant, I 
subscribe to the doctrine enunciated by 
Bulletin No. 9 of the Committee on Ac- 
counting and Auditing Research of the 
Canadian Institute of Chartered Account- 
ants in 1953 which states that the term 
“reserve” is inappropriate as a description 
of accumulated depreciation and that this 
use of the term ‘‘reserve” has led to mis- 
understanding of financial statements. I 
point with patriotic pride to the statistical 
evidence [1957 edition of Financial Report- 
ing in Canada, Table 31 (a)] that “inap- 
propriate use of the term ‘reserve’”’ di- 
minished sharply in Canada between 1953 
and 1956 (largely, I think, as a result of 
the leadership provided by this and other 
Institute committees). I trust that, in 
Canada, inappropriate uses of the word 
“reserve” will continue to diminish. 

Mr. Simon, in the article cited, states 
that the arguments of some protagonists 
of the asset-deduction approach which he 


opposes are “‘quite negative in nature,” 
Then he adopts a double negative ap- 
proach by devoting a large part of his 
article to combating the negative-type 
arguments. This writer will attempt to 
eschew all negative reasoning and to ad- 
vance positive reasons to support the 
viewpoint he adopts. 

Mr. Simon argues that many readers of 
balance sheets are given “the false im- 
pression that the net asset figure repre- 
sents its value” (p. 100). Surely, if this is 
true, the remedy is plain! Describe the 
figure plainly as unamortized portion of 
cost in words that are clear and unmis- 
takable. If all figures are clearly labeled, 
no reasonable man can deny the dictionary 
meaning of the label that a figure carries. 

Mr. Simon states (p. 102) ‘The balance 
sheet not only fails to display the value of 
fixed assets, but can no longer truly be 
said to show the net worth of the busi- 
ness.” Any reasonably sophisticated ac- 
countant knows that: 

(1) No balance sheet prepared from a double- 
entry accounting system can fairly be ex- 
pected to display values. The entries re- 
late the effect of completed transactions 
and deal in amounts of bargained consid- 
eration or “‘cost,” not in “values.” 

(2) No balance sheet prepared from a double- 
entry accounting system can fairly be ex- 
pected to show “net worth” unless “net 
worth” is given a narrow, technical mean- 
ing that is completely divorced from dic- 
tionary meanings of the words. 


Any reader seeing the words “net 
worth” may fairly assume that the ex- 
pression refers to the amount that a busi- 
ness is “worth” in the commercial sense 
of the term. Hence, the term “net worth” 
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Accumulated Depreciation 


is misleading and should not be used in 
financial reports. The basic principles 
cited above are, however, irrelevant to 
the question of the best method of dis- 
closing accumulated amortization of fixed 
asset costs. 

Next, Mr. Simon deals with the balance 
sheet as something analogous to a state- 
ment of funds. I agree with him that, 
properly used, this concept may be ex- 
tremely helpful in analyzing the financial 
history of an enterprise. Let me first make 
it clear that in this discussion I use the 
word “funds” as a convenient word de- 
noting ‘net spendable resources” or ‘‘net 
working capital.” It seems from the con- 
text that in most but not all of his uses of 
the word Mr. Simon intended this mean- 
ing to be taken. Mr. Simon lists accumu- 
lated depreciation as a fourth source of 
funds in addition to (1) creditors’ loans, 
(2) stockholder investment. and (3) re- 
tained earnings (p. 103). 

Let us examine the theory that accumu- 
lated depreciation is an independent 
source of spendable resources. Where does 
depreciation come from? A logical answer 
is that depreciation attempts to “cost” 
the transfer of the services of a productive 
asset to a customer which occurs when- 
ever the enterprise sells its product. The 
cost that is now allocated against sales 
revenue as accrued depreciation was in- 
curred in earlier years and took the form 
of an outlay of spendable resources at the 
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time the productive asset was acquired. 
The cost represented an initial expendi- 
ture depleting the assets of the treasury; 
the resultant decrease in the treasury now 
is being refilled out of revenues which the 
asset helps to earn. There is no net in- 
crease in resources, merely the replenish- 
ment of a stock that was expended earlier. 

Having devoted this article so far to an 
attempted rebuttal of points with which 
I disagree, I will now try to support my 
own viewpoint with a statement of prin- 
ciples. 


(1) Historical cost of a fixed asset is the result 
of a transaction or series of transactions 
that actually occurred in the market-place. 
Properly displayed, historical cost has the 
merits of being meaningful to readers and 
objectively determinable (without refer- 
ence to opinions or judgment of manage- 
ment). 

(2) Historical cost should be allocated to rev- 
enues because (a) funds were laid out for a 
revenue-earning purpose and (b) the out- 
lays represent expenses of earning revenues 
over time. The accrued depreciation is a 
cost allocation and is most meaningfully 
disclosed as an apportionment of the cost 
to which it relates. The fact that each ap- 
portionment of historical cost represents 
an estimate may usefully be emphasized 
by use of the word “estimated” if this is 
thought desirable. The fact that the rapid- 
ity of cost allocations properly depends on 
forecasts of possible obsolescence may also 
be emphasized to the extent desired. In- 
adequacy or ambiguity of presentation is 
irrelevant in choosing between alternative 
accounting methods. 
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A CRITICAL APPRAISAL OF THE CURRENT 
ASSET CONCEPT 


SAUL FELDMAN 
Assistant Professor, Hofstra College 


progress and thought, the concept of 

“current assets’? in accounting has 
undergone very little change. In the ’30s 
the term was considered to consist of ‘‘cash 
and other assets that could readily be con- 
verted into cash in the near future.’’? The 
emphasis at that time was on the liquidat- 
ing value of the current assets for credit 
purposes, and balance sheets were based 
not so much on the “going-concern”’ idea 
as on the protection afforded to creditors 
in the event of liquidation. No doubt the 
economic picture during those years had a 
great deal to do with shaping the philos- 
ophy of the concept. 

In August of 1947, The Committee on 
Accounting Procedure of the American 
Institute of Accountants issued Account- 
ing Research Bulletin No. 30. In this bul- 
letin the concept of current assets was 
extended to mean “cash and other assets 
or resources commonly identified as those 
which are reasonably expected to be real- 
ized in cash or sold or consumed during 
the normal operating cycle of the busi- 
ness.” In October of 1951, The Commit- 
tee on Concepts and Standards Underlying 
Corporate Financial Statements of the 
American Accounting Association issued 
Supplementary Statement No. 3 endors- 
ing Accounting Research Bulletin No. 30. 

In the discussion of the concept thus 
developed, the Committee on Accounting 
Procedure pointed out that ‘definitions 
of current assets have tended to be overly 
concerned with immediate or forced liquid- 
ation values” and that cognizance should 
be taken of “‘the tendency in recent years 


I: THE past twenty years of accounting 


for creditors to rely more upon the ability 
of debtors to repay their obligations out 
of the proceeds of current operations and 
less upon the debtor’s ability to pay in the 
event of liquidation.’* For convenience, 
the one-year time period was continued 
as the basis for the segregation of current 
assets (with certain minor exceptions re- 
lating to those industries where the nor- 
mal operating cycle was longer). Here 
again it should be emphasized that the 
over-all economic picture in 1947 and 
1951 was quite different from that preva- 
lent in the ’30s. 

The redefinition of current assets in 
1947 caused scarcely a change in balance 
sheet presentation. Prior to that time 
there had been some discussion as to the 
advisability of including within the cur- 
rent asset category such items as prepaid 
insurance. The proponents argued that 
because the organization would not have 
to pay out cash for these items during the 
subsequent period, items of this nature 
should be included. The opponents argued, 
with just as much fervor and conviction, 
that to include such items in the current 
asset section of the balance sheet would 
mean the abandonment of the deferred 
charge category except for such items as 
organization expense and unamortized 
bond discount. In retrospect one can say 
now that it represented the proverbial 
tempest in a teapot. To this day some 


1H. A. Finney, Principles of Accounting, Volume 1, 
Intermediate, 1936, p. 49. : 

2 Accounting Research Bulletin No. 43, American 
Institute of Accountants, p. 20. The essential feature of 
A.R.B. No. 30 have been incorporated in A.R.B. No. 43. 

3 Ibid., p. 19. 
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financial statements include prepaid 
charges among the current assets while 
others prefer to show them elsewhere. 

The full usefulness of the redefinition of 
current assets, therefore, is still to be 
realized. It is the purpose of this article 
to present some thoughts on how this may 
be accomplished within the framework of 
the redefinition so that the balance sheet 
can once more take its place as a highly 
useful member of the family of financial 
statements. 

The essence of the 1947 redefinition lies 
in the words “‘or other resources commonly 
identified as those which are reasonably 
expected to be... consumed during the 
normal operating cycle of the business.” 
For the first time the consumption of 
asset values during an operating cycle be- 
comes a criterion for classification. 

In a sense, all current assets are ‘‘con- 
sumed” during the normal operating cycle. 
The opening balance of cash, for instance, 
is consumed (or turned over) many times 
during the cycle in the payment of ex- 
penses, liabilities, taxes, etc. Accounts 
receivable are “‘consumed”’ in the process 
of conversion to cash, and inventories are 
“consumed” in the sales process or in con- 
version from one form to another. We 
rarely think of those assets as ‘‘consumed,”’ 
however, in the sense of cost expiration, 
nor would any concept of current assets 
built around such a broad definition of 
“consumed” be particularly helpful in 
understanding their nature. 

The question of which assets are con- 
sumed during this cycle therefore becomes 
of importance for two reasons: 

1. It enables us to identify those assets, or por- 
tions of assets, which are not now included 
within the current asset category and which 
belong there under the redefinition. 

2. The identification and inclusion of new as- 
sets within the current category will make 


the balance sheet more meaningful as a 
management and financial tool. 


For our purposes, we can eliminate from 
consideration all assets presently included 
within the current category by merely 
saying that they belong there. It is true 
that, in one case, the dividing line between 
inclusion and exclusion is one of managerial 
intent rather than the outcome of a nat- 
ural classification procedure.* But an 
examination of the list of assets presently 
included in the current category indicates 
that the inclusion of all of them can be 
justified on the basis of some portion of 
the phraseology other than the new cost 
expiration concept. 

Search as one may, there is nothing in 
the official pronouncements of the Ameri- 
can Institute of Accountants or of the 
American Accounting Association which 
can serve as a guide in attempting to dis- 
cover what it is that their respective com- 
mittees had in mind when they inserted 
the phrase ‘‘consumed during the normal 
operating cycle” in their definition of cur- 
rent assets. Nor can we turn to any of the 
standard textbooks on accounting theory 
for assistance in this respect. We must 
attempt therefore to answer this question 
for ourselves. The one possible exception 
lies in the prepaid expense category which 
represents costs incurred for future operat- 
ing periods. If it was the intention of our 
professional societies to justify the inclu- 
sion of this particular class of assets on 
the basis of ‘‘consumed costs,’’ that inten- 
tion was not expressed.’ Even if it were, 
however, in no sense could that be a factor 
tending to exclude from further considera- 
tion any other assets which might fit the 
~€Thus marketable securities are to be considered 
current where it is the intent of management to use 
excess cash for short-term investment purposes. 

5 The Committee on Accounting Procedure of the 
A.LA. (A.R.B. No. 43—p. 20) used this language to 
justify the inclusion of prepaid expenses within the cur- 
rent asset category. ‘‘Prepaid expenses are not current 
assets in the sense that they will be converted into cash 
but in the sense that, if not paid in advance, they would 


pr the use of current assets during the operating 
cycle.’ 
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definition. To do otherwise would result in 
a rigid formalization of an accounting con- 
cept which, by its very nature, perforce 
must remain flexible. 

Among other asset categories, however, 
there are several types which are subject 
to annual write-offs for depreciation and 
amortization. I refer, of course, to those 
categories presently listed on balance 
sheets as: 

1. Fixed Assets (Plant, Machinery, etc.) 


2. Intangibles (Patents, etc.) 
3. Unamortized Bond Discount 


For purposes of this article my discus- 
sion will be confined to the first two cate- 
gories since it will be obvious to the reader 
that the principles enunciated, if applica- 
ble to these two, will be equally applica- 
ble to the last, or to any others which may 
have been inadvertently omitted. 


Fixed and Intangible Assets 


Generally speaking, the annual depre- 
ciation charge for fixed and intangible as- 
sets is based on two factors: 


1. Cost less salvage value 
2. Estimated useful life 


Each year there is charged to operations 
some portion of the original cost of these 
assets under the accrual concept of ac- 
counting. This system of annual write-offs 
quite properly is viewed by the accounting 
profession as a system of cost allocation 
and not of valuation. Since it is a system 
of cost allocation, depreciation takes place 
not when the journal entry is made to re- 
cord it but as a result of a continuous al- 
location procedure extending, by arbitrary 
definition, over the operating cycle. The 
journal entry merely gives formal expres- 
sion to an otherwise accomplished fact. 
Here, then, we have a perfect example of 
costs which are to be consumed during the 
normal operating cycle of the business and, 
therefore, by definition, a candidate for 
inclusion among current assets. 


In order to carry this one step further 
we shall presume that a firm has incurred 
some long term indebtedness in the form 
of a bond issue for the purpose of con- 
structing new plant and equipment and 
that, furthermore, the annual retirement 
figure for such long-term debt is exactly 
equal to the annual depreciation charge, 
The inclusion of the annual retirement 
figure for long-term debt among current 
liabilities, of course, has the effect of re- 
ducing working capital which can now be 
shown as follows: 


ABC CORPORATION 
Statement of Working Capital 
December 31, 1957 


Current Liabilities 


Portion of long-term debt 

maturing during 

coming fiscal year.... $ 25,000.00 
Other current liabilities... 100,000.00 


Total Current 
Working Capital: $125,000.00 


Now, since under the terms of our theo- 
retical problem, the amount of deprecia- 
tion to be charged to operations during 
the year 1959 is exactly equal to the 
$25,000.00 to be redeemed under the terms 
of the bond indenture, the operating profit 
for the year will be reduced by a non-cash 
charge of that amount. Under the theory 
of the ‘‘Statement of Sources and Applica- 
tion of Funds,” however, the net working 
capital of the organization will be in- 
creased at the end of 1958 by the sum of 
the operating profit for the period plus the 
depreciation charge of $25,000.00 (pro- 
vided that the other items remain con- 
stant). We may now say that the working 
capital used to retire the bonded indebted- 
ness during the year has been restored. 

The fact remains, however, that the 
restoration of the working capital used to 
redeem the bonds is shown exactly one 
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year too late under the going-concern 
theory of the balance sheet and that cur- 
rent assets, therefore, are always under- 
stated. Under present procedure we re- 
store working capital at the time the 
journal entry for depreciation is made, 
forgetting that the entry, by itself, is 
merely the culmination of a system of cost 
allocation (and expiration) that has been 
going on for a complete operating cycl:. 
In preparing current balance sheets, we 
assume that the total of current assets as 
shown is all that will be available to meet 
obligations when the fact remains that 
there are asset values expiring as a result 
of depreciation estimates which will tend 
to increase the amounts available for such 
obligations over and above the totals of 
existing assets plus net operating profit 
after depreciation.® Where the investment 
in fixed assets is particularly high, this 
understatement of current assets, and 
therefore of working capital, can be quite 
serious in balance sheet analysis. 


Proposed Kevision of the Current Asset Cate- 
gory on the Balance Sheet 


To give full effect to the redefinition of 
current assets in Accounting Research 
Bulletin No. 30, it will be necessary to 
revise the presentation of current assets 
on the balance sheet to reflect two basic 
categories: 


1. Cash and other liquid assets 

2. Costs expiring during the normal operating 
cycle of the business, i.e. that portion of 
long-term costs, deferred charges, and pre- 
paid expenses to be charged to operations 
during the subsequent operating cycle. 


The current asset section of the balance 
sheet would, under the proposed change, 
look as follows: 


XYZ Manufacturing Company, Inc. 
Balance Sheet 
December 31, 1958 
Assets 
Current Assets 
and other liquid assets 
Cash in bank and on hand 


Temporary investments 
Accounts and notes receivable 
Net realizable value 
ise inventories 
Total cash and liquid assets 
iring Costs 


id expenses 
Cost of fixed and other assets to be recovered due 
to depreciation 
Bond discount to be amortized 
Total Expiring Costs 
Total Current Assets 


The above reclassification and presenta- 
tion of current assets accomplishes three 
things: 

1. There will be included in the current asset 
concept the full meaning and import of the 
redefinition enunciated by the professional 
societies. 

2. The flow of funds arising from non-cash 
items will now be shown at the beginning 
of the operating cycle where it belongs if the 
phrase “going-concern value”’ is to have any 
meaning. 

3. The traditional concept of current assets, 
based on the credit man’s approach to the 
balance sheet, is left undisturbed by show- 
ing those assets as a separate sub-total of 
the total current asset figure. 


Conclusion 


In order to give full meaning and ex- 
pression to the redefinition of current as- 
sets as enunciated in Accounting Research 
Bulletin No. 30 and restated in Account- 
ing Research Bulletin No. 43, it is neces- 
sary to include that portion of fixed and 
other depreciable assets and of deferred 
charges which will be charged off to opera- 
tions during the coming operating cycle. 
Such charges correspond to the concept 
of current assets in the redefinition as ex- 
pressed in the phrase ‘“‘costs to be con- 
sumed during the normal operating cycle 
of the business.” 

The effect of including such items in the 


6 The author seananited the fact that current assets 
will be increased in this manner to pay current obliga- 
tions if there cover all 
costs and expenses of the period, including depreciation. 
It is also true that under certain circumstances working 
capital may be increased even though there is a net 
operating loss after depreciation. 
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current asset category will be to increase 
working capital. This is justified since 
these non-cash charges to operations in- 
crease the amount of working capital over 
and above the reported net profit for the 
period (other items being constant) and 
show the true working capital of the organ- 
ization at the beginning of the period un- 
der the going-concern theory of asset valu- 
ation. 

The presentation of this proposed change 
would be accomplished by dividing the 
current asset category into two sections. 


The first would consist of cash and other 
liquid assets to enable the credit agencies 
to prepare and use their traditional balance 
sheet ratios. The second would consist of 
those costs “to be consumed during the 
normal operating cycle of the business.” 
If these proposals are accepted, we will 
have a balance sheet every bit as dynamic 
as our profit and loss statement in showing 
the movement of costs through the organ- 
ization, something that is greatly needed 
and to be desired in order to revitalize an 
important financial statement. 
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LEGAL VIEWS OF THE CORPORATE INCOME 
TAX PROVISION 


PauLt H. WALGENBACH 
Assistant Professor, University of Wisconsin 


tion views of the Committee on Ac- 

counting Procedure of the American 
Institute of Certified Public Accountants 
and the lengthy and _ well-documented 
excoriation of the allocation proposition by 
the Securities and Exchange Commission in 
Accounting Series Release No. 53, a good 
deal of attention in accounting literature 
has been given to the role of the corporate 
income tax provision in income determina- 
tion. Despite the fact that tax allocation 
procedures have found a large measure of 
acceptance in practice and although the 
S.E.C.’s position has changed extensively,! 
there remains considerable difference of 
opinion with respect to the basic nature of 
the tax deduction and how it should be 
viewed from the standpoint of income de- 
termination, statement presentation and 
disclosure, rate regulation, and financial 
analysis. In many of the discussions in the 
literature, arguments concerning the pro- 
priety of tax allocation are frequently based 
upon premises regarding the basic nature of 
the tax provision. Yet, in most of these 
discussions, scant attention has been given 
to the fact that the accountant is not the 
sole arbiter in the manner of handling 
economic data. In attempting to deter- 
mine whether the corporate income tax 
provision should be regarded as an expense, 
loss, or distribution of earnings, or whether 
some other appropriate alternative exists, 
accountants should be aware of viewpoints 
regarding the tax provision which have 
been advanced by others who deal with the 
same economic data. In this writing I 
should like to direct attention to such view- 


Si the emergence of the tax alloca- 


points which have been expressed in legal 
decisions over a period of years. 

Since the inception of corporate income 
taxes in this country, the legal view of the 
tax provision has frequently been a rather 
cursory one, and in practically every case 
the provision has been regarded in the 
nature of cost or expense. Many statements 
made in court decisions over the years are 
bald assertions of fact with little refinement 
or embellishment. This may be attributed 
to the fact that, in earlier years of corporate 
tax existence, the amounts of tax involved 
were less significant than they are today 
and perhaps not especially worthy of 
lengthy discourse, and that the philosophy 
of earlier court pronouncements has been 
brought forward in later cases in the usual 
manner of precedent citations. 

Before the Sixteenth Amendment was 
adopted, the Supreme Court upheld the 
Federal corporation income tax of 1909, 
known generally as an excise or franchise 


1 The actual current position of the S.E.C. is re- 
flected in the financial statements included in prospec- 
tuses and other filings with the Commission. A review 
of the Commission’s Annual Reports indicates that its 
original views with respect to inter-period allocation 
were reversed quite some time ago; where appropriate, 
inter-period allocation resulting in constructive aim 
and credits to the tax provision is now required. The 
matter of the accumulated credit for deferred taxes has 
not yet been settled. On December 30, 1958, the Com- 
mission released a Notice of Intention to Announce In- 
terpretation of Administrative Policy which indicated 
that such credit should not be presented as any part of 
equity capital. Recently, a six-hour ing was held 
before the Commission with respect to this position, but 
no ee have yet been announ 

position taken in Accounting Series 
Release No. 53 still applies to intra-period allocation. 
The Naat IE does not agree with method (a) in 
paras h 10 of Section B, Chapter 10 of Accounti 
Bulletin No. 43. Method (b) i in this 
is consistent with the ’s position. 


579 


her | 
‘ies 
of 
the 
vill 
nic 
ing 
led 
an 
! 

| 


580 


tax, on the grounds that operation of a 
corporation is a special privilege properly 
subject to Federal taxation. Mr. Justice 
Day, speaking for the Court, referred to 
the tax as “an excise upon the particular 
privilege of doing business in a corporate 
capacity” and called it “a tax upon the 
doing of business with the advantages 
which inhere in the peculiarities of cor- 
porate or joint stock associations.’* The 
“benefit” or “privilege” theory has often 
been given as justification for the cor- 
porate income tax,* especially to counter 
the charge of ‘‘double-taxation.” Not in- 
frequently, it has been used to support 
the view that the tax provision should be 
regarded as a distribution of profits to the 
government rather than as a cost of doing 
business. 

It is doubtful that the Court intended 
any special meaning to imply that the tax 
law acted to make the Federal government 
a partner in corporate ventures, although 
such is sometimes inferred from the ‘“‘bene- 
fit” theory. In this case, the Court was 
simply justifying the existence of the 
corporate income tax and the case is of 
interest because it is about as thorough 
as the Court has ever been in discussing the 
nature of the tax. Very little, outside of 
constitutional questions, was mentioned 
with regard to the nature of the tax in the 
subsequent case, Brushaber v. Union 
Pacific Railroad,* which upheld the con- 
stitutionality of the 1913 Federal income 
tax law. 


The Tax Provision in Income Determination 


In cases involving income determination, 
time after time the courts have failed to 
make any great distinction among various 
forms of taxes, nor have they generally 
distinguished between taxes and other ex- 
penses. For example, in U. S. v. Anderson, 
the court decided that a munitions tax was 
subject to accrual like other expenses of a 
business: “In this respect, for purposes of 
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accounting and of ascertaining true income 
for a given accounting period, the muni- 
tions tax here in question did not stand 
on any different footing than other accrued 
expenses appearing on appellee’s books.” 
This case was frequently cited later in 
other cases® involving the accrual of Fed- 
eral income taxes, intimating that the 
various taxes were homogeneous in char- 
acter. 

The only exception that could be found 
to the general legal concept of income tax 
as an expense in the determination of in- 
come is that found in the 1921 case, U. S. 
v. Woodward,’ in which it was held that 
Federal income taxes and excess-profits 
taxes are not deductible as operating ex- 
penses in computing the net income to be 
used as a basis for the calculation of the 
taxes themselves. Of course, this case does 
not fall within the category of the usual in- 
come determination cases in an accounting 
sense as would cases involving contractual 
conditions resting upon accounting deter- 
minations of income. This was a “tax” 
case, and like so many of the tax cases, 
turned upon the intent of the tax iaw. 
Furthermore, taxable net income is an 
artificial quantum arrived at by strict 
adherence to a prescribed mode of calcula- 
tion dissimilar in many respects to that 
necessary to determine accounting net in- 
come. In any event, allowance of the 
Federal income tax as a deduction in com- 
puting the tax would have necessitated the 
use of algebraic equations, a notion that 
perhaps would have appeared somewhat 
repugnant at the time. After all, both the 


3 oo v. Stone Tracy Co., 220 U. S. 107, at 151, 145 
1911). 

* For example, see Siratton’s Independence, Limited 0. 
Howbert, Collector of Internal Revenue, 231 U. S. 399 
(1913); also Anderson, Collector of Internal Revenue 2. 
The Forty-Two Broadway Company, 239 U. S. 69 (1915). 

4240 U.S. 1 (1916). 

5 269 U. S. 422 (1919). 

* For example, see Brown v. H. 
(1934), also Dixie Pine Products Co. v. 
Internal Revenue, 320 U. S. 516 (1944). 

7 256 U. S. 632 (1921). 
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Income Tax Provision 


1909 and 1913 corporation tax laws had 
been framed on a cash receipts and dis- 
pursements basis in an effort to achieve 
smplicity, and it was not until the Act of 
1916 and subsequent regulations that even 
modified accrual accounting was counte- 
nanced. 

One of the first cases* in which the cor- 
porate tax provision was involved in de- 
termining income from an accounting 
standpoint was that of Fleischer v. Pelton 
Steel Co.* This was an action to recover on 
a bonus contract which stipulated that the 
plaintiff, Fleischer, was to receive a bonus 
of a prescribed percentage of the com- 
pany’s 1917 earnings. The question pre- 
sented was whether Federal income and 
excess-profits taxes were properly deduct- 
ible as an expense incident to the operation 
of the plant, in order to determine the 
amount of its net earnings. In holding for 
the company, the court said, “‘We perceive 
no basis upon which it may properly be 
said that real-estate taxes may be de- 
ducted and income and excess-profits taxes 
may not be deducted. The nature of the 
liability is the same in each case.... 
While a tax is not in the ordinary sense a 
debt .. . because it lacks the element of 
contractual obligation, it is nevertheless a 
liability properly chargeable as an operat- 
ing expense.” 

It will be noticed that, in its discussion, 
the court showed a conscious predilection 
for regarding all taxes in the same light. The 
citations given substantiate this, for the 
court cited as a precedent Willcox v. Con- 
solidated Gas Company," a case involving 
the deductibility of franchise taxes in de- 
termining income for rate-fixing purposes, 
decided before the advent of the income 
tax. It is also interesting to note that both 
the Fleischer and the Ransome cases cited a 
British case, Patent Castings syndicate, 
Lid. v. Etherington," despite the fact that 
both determination of income and tax lia- 
bility in Britain differ from those concepts 
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in this country. In this case it was held 
that excess profits taxes were assessed 
against the company, rather than the 
shareholders, and that such taxes were 
therefore deductible in determining the 
company’s earnings. However, ordinary 
income tax was held not to be an expense, 
the court saying that “income tax is ulti- 
mately payable by the person who is en- 
titled to receive the profits. A company 
pays income tax on behalf of the share- 
holder and the income tax payable on his 
dividend is treated as a part of his dividend, 
so that if he is in fact entitled to exemption 
he can recover the amount of the tax from 
the Revenue authorities.” It thus appears 
that this case was cited in Fleischer and 
Ransome to substantiate the stand on the 
excess-profits tax but not the income tax, 
for the philosophy held by the British 
court that income tax is payable on behalf 
of the shareholder is the antithesis of the 
viewpoint held in this country. Here, “the 
corporation is treated as having an income 
and possessing a tax-paying capacity quite 
independent of its shareholders and, so far 
at least as the generality of corporations is 
concerned, without regard to the liberality 
or niggardliness of its dividend policies.” 

The view set forth in the Fleischer case 
was reiterated in a similar bonus-computa- 
tion case decided a year later. This was the 
Richard Neeson v. The Sangamon County 
Mining Company case,® in which the court 
said: 

“The words ‘net profits’ define themselves; 
they mean what shall remain, as clear gains of any 


8 In an earlier case, Ransome Concrete Machinery Co. 
v. Moody, 282 Fed. 29 (1922), excess-profits tax was 
allowed as an expense in determining income for pur- 
poses of a profit-sharing agreement, but the court did 
not venture an opinion as to income taxes. 

® 183 Wis. 451 (1924). 

10 212 U. S. 19 (1909). 

1 1 Ch 306 (1919). , 

2 Kent Arthur H., “The Legal Machinery of the 
Present Corporate Income Tax System,” 1947 Pro- 
ceedings of the Fortieth Annual Conference on Taxation 
(National Tax Association, 1947) p. 63. 

13 316 Ill. 397 (1925). 
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business venture, after deducting the capital in- 
vested in the business, the expenditures incurred 
in its conduct, and the losses sustained in its pros- 
ecution ... we think it is . . . clear that the plain- 
tiffs in error (the company) are entitled to a credit 
of the amount of income tax they paid, which is 
necessarily an expense they must incur in the 
prosecution of their business . . . . The tax should 
be deducted for the same reason any other neces- 
sary expense of the business is deducted—because 
it is an expense necessarily incurred which cuts 
down the profits or net gains of the business.” 


The same results have obtained in cases 
other than those in which profitsharing or 
bonuses were contingent on income deter- 
mination. In a 1943 case to force payment 
of dividends, Amick v. Cable.“ it was held 
that “manifestly, the income tax, allow- 
ance for bad debts and the inventory ad- 
justment are properly deductible in order 
to ascertain the net profits.” In a 1947 case 
which involved rentals based on profits, 
International Hotel Co. v. Libby,” the court 
decided that income taxes and excess prof- 
its taxes were “ordinary and necessary” 
expenses incurred in the business. Here 
again the court intimated that such de- 
ductions were of the same character as 
other expenses: ‘“‘The property could not 
be operated successfully without the pay- 
ment of such taxes. They are as much an 
ordinary and necessary expense as the 
property tax. They are a burden of operat- 
ing the property. Such taxes are to be ex- 
pected in the regular course of business. 
Therefore they are ordinary. If the opera- 
tion incurs the taxes, they must be paid 
to continue the operation and are a neces- 
sary expense.” 


The Tax Provision in Rate Determination 


The controlling case regarding the de- 
ductibility of taxes in determining net 
earnings for rate-making purposes is 
Galveston Electric Company v. Galveston.® 
In this case, the Supreme Court, speaking 
through Mr. Justice Brandeis, said, ‘‘All 
taxes which would be payable if a fair re- 
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turn were earned are appropriate deduc- 
tions. There is no difference in this respect 
between state and Federal taxes or between 
income taxes and others.” This position 
was reaffirmed a year later in Georgia 
Railway & Power Co. v. Georgia Railway 
Commission." Both decisions dealt only 
with the normal income tax then in effect. 
With respect to excess profits taxes, how- 
ever, there is no unanimity of opinion, 
although the weight of authority appears 
to be that they should not be allowed as 
deductions in determining net earnings for 
rate-making purposes. In Charleston ». 
Public Service Commission,'* a case involy- 
ing World War I excess profits, the court 
took the position that the Galveston case 
controlled only normal income taxes, and 
that excess-profits taxes should be paid by 
the corporation, not by its customers. The 
court expressed the view that if a rate were 
set to allow the company a fair return, it 
would not be in a position to pay excess- 
profits taxes. In Detroit ». Michigan Public 
Service Commission, a more recent case, 
the opposite view was held. However, the 
court merely likened the excess-profits tax 
to the regular income tax and emphasized 
only the computation, rather than the 
effect of the tax. Here the court said, “The 
excess profits tax is somewhat similar to 
the income tax in that it is a tax the 
amount of which depends upon a certain 
net amount arrived at in part by deducting 
certain operating costs from gross rev- 
enues. ... It is a tax that the utility is re- 
quired to pay and necessarily a part of the 
costs of operation of that utility. In our 
opinion the commission has no discretion 
in excluding these taxes in determining the 
operating expense of the utility.” 

This view has not been supported by the 


“4 23 S, E. (2) 222 N. C. 484 (1943). 

5 158 Fed. (2) 717 (1947). 

16 258 U. S. 42 Sup. Ct. 36 (1922). 

17 262 U. S. 625, 43 Sup. Ct. 680 (1923). 

18 95 W. Va. 91, S. E. 398 (1923). 

1 308 Mich. 706, 14 N. W. (2d) 784 (1944). 
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majority of the state commissions nor by 
either the Federal Power Commission or 
the Federal Communications Commission, 
who have disallowed excess-profits taxes as 
a deduction for rate-making purposes. The 
United States Supreme Court has evidently 
not yet heard a rate case involving the 
deductibility of the excess-profits tax. 

In general, then, it can be said that the 
courts have regarded the regular income 
tax in the nature of an expense for the 
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determination of earnings, and that excess- 
profits taxes have been regarded in the 
same light for ordinary income determina- 
tion purposes but not generally for deter- 
mination of rates in utility cases. It ap- 
pears, therefore, that those who base their 
approval of tax allocation on the premise 
that the tax provision should be classified 
as an expense have been curiously negli- 
gent in not citing the legal view of the tax 
provision to buttress their argument. 
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DEFERRED TAX CREDITS ARE LIABILITIES 


J. E. SANDs 
Assistant Professor, University of Toronto 


CORPORATION’S taxable income is 
A seldom the same as its reported in- 

come before taxes. There is little 
reason to believe it will ever be otherwise. 
The calculation of taxable income is only 
a step in the calculation of a tax assessment 
and the assessment of taxes involves polit- 
ical, economic, and administrative con- 
siderations, which are not relevant to the 
calculation of income in accordance with 
generally accepted accounting principles. 
The differences that occur in any one year 
can be divided into two categories, those 
that are permanent and those that arise 
from attributing revenues and expenses to 
some years for taxation purposes and to 
other years for accounting purposes, and 
that balance out over the entire lifetime of 
a business. The former do not present any 
accounting problems. The latter raise two 
questions: 

(1) Should income taxes be charged against in- 
come in the years in which the taxable in- 
come is recognized and the taxes are as- 
sessed or in the years in which the ac- 
counting income is recognized? 

(2) If taxes are charged against income in the 
years in which accounting income is recog- 
nized, what do the deferred tax balances, 
which arise from charging against income 
an amount different from the amount cur- 
rently payable, represent? 


These questions have become the subject 
of considerable controversy since the tax 
regulations were amended to permit much 
larger claims for depreciation in computing 
taxable income in the early years of an 
asset’s useful life than are used in com- 
puting accounting income. The questions 
will be dealt with here by specific reference 
to the depreciation problem but the prin- 
ciples which evolve are of general applica- 
tion. 


Income is measured in accounting by 
first determining what the revenues for the 
year are and then charging against those 
revenues the expenses that were incurred in 
earning them.! The first question to be an- 
swered is whether income taxes are an ex- 
pense. An economist could argue that 
insofar as the corporation is concerned in- 
come taxes are less of an expense than 
dividends, that both interest and dividends 
represent costs of obtaining funds with 
which to operate while income taxes rep- 
resent a distribution of the residual profit 
left in the hands of the corporation, the 
corporation being an individual separate 
and distinct from its stockholders under 
the law.” This may very well be the most 
logical view to take. If this view is taken 
however, it requires that undistributed 
earnings be separated from stockholders’ 
equity. To include surplus in stockholders’ 
equity is to assert that the equity of the 
corporation and the equity of its stock- 
holders are synonymous. If this second 
view is taken, as it usually is, then income 
taxes must be regarded as an expense. 

If income taxes are considered an ex- 
pense, they must be charged against rev- 
enues in the same way as other expenses, 
that is, the taxes incurred in earning in- 
come must be charged against that income 
in the same year the income is recognized 
in the accounts. Therefore, if governmental 
regulations require accounting income to 


‘ Throughout the discussion the current operating 
concept of income has been adopted to avoid misunder- 
standings about whether an item included in the calcu- 
lation of income pertains to a previous year. 

2 See Moonitz, “Income Taxes in Financial State- 
ments,” AccounTiNG Review, April 1957, p. 181 and 
Thomas M. Hill, “Some Arguments against the Inter- 
Period Allocation of Income Taxes,” ACCOUNTING RE- 
VIEW, July 1957, p. 357, for more extended discussions 
along these lines. 
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be shifted from some years to others in 
order to determine taxable income, the 
taxes so determined must be adjusted to 
compensate for that shift, in order to deter- 
mine the amount of tax expense applicable 
to each year. In other words, income tax 
expense for each year must be calculated 
on accounting income adjusted for perma- 
nent differences between accounting and 
taxable income but not adjusted for differ- 
ences in the timing of recognition of the 
two. To argue otherwise would be com- 
parable to arguing that income should be 
recognized on a cash rather than an ac- 
crual basis. This is particularly obvious 
when one considers that corporation man- 
agements can shift taxes payable to some 
years from others simply by deferring 
claims for depreciation allowances.* 

It is sometimes argued that no adjust- 
ment need be made to taxes payable in 
order to determine tax expense where de- 
preciation claimed for tax purposes ex- 
ceeds depreciation charged in the books 
on the ground that the current tax reduc- 
tion so achieved is a permanent gain and 
not merely a shift in taxes payable to 
future years.‘ It is held that as long as a 
firm maintains or expands its investment in 
depreciable assets, the higher than book 
claims for tax allowance on the new assets 
will offset the lower than book claims avail- 
able on the older assets, so that the tax re- 
ductions achieved in the early years will 
never become payable. As has been pointed 
out by earlier writers on the subject, this 
position ignores the fact that tax defer- 
ments obtained in earlier years become 
payable after a very few years and are 
simply replaced by new tax deferments. 
That is, it ignores the revolving nature of 
the deferment and regards it as a single 
homogeneous unit without regard to the 
factors that give rise to it. 

Even if one is willing to accept such a 
view, the circumstances in which such a 
deferment would be permanent are ex- 
tremely unlikely. They are either that the 
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corporation will never die nor permanently 
decrease its investment in depreciable 
assets; or that before the deferment be- 
comes payable the corporation will begin 
to suffer losses to the extent that no taxes 
are payable even with the reduced de- 
preciation allowances available and that 
these losses will continue until all of the 
company’s depreciable assets have been 
dissipated; or that before the deferment 
becomes payable the government will 
change the tax regulations in such a way 
as to make it permanent. It is quite pos- 
sible of course, that part of the deferment 
could become permanent through a change 
in profit levels or in tax rates and this pos- 
sibility will be considered later. The entire 
deferment, however, could not become 
permanent except in one of the three ways 
described. 

No business lasts forever. It would 
hardly be correct therefore, to consider de- 
ferred taxes a permanent gain on the 
ground that a business will never die. The 
going-concern assumption can not be used 
to justify such an interpretation. The go- 
ing-concern assumption is made in order to 
provide a basis for allocating long-term 
costs and revenues and requires only that 
one assume the business will last longer 
than any of its assets or liabilities. It is an 
unwarranted extension of this assumption 
to interpret it to mean that all going busi- 
nesses have infinite lifetimes.* In addition 
to the assumption of an infinite lifetime 


* It is true of course, that management usually ae 
some degree of control over and thus can change the 
amount of every type of expense, to a limited extent, by 
changing operating methods. Such changes cannot be 
brought about however, simply by the stroke of a pen 
and without other or revenues. 

* See J. W. ae oe Look at Depreciation and In- 


come Taxes,” ‘anadian Chartered Accountant, 
July 1956, ¥: 45. 
5 George C. Richardson in “Accoun <4 


The Canadian Chartered Accountant, mae fost: 522; 
Willard J. Graham, “Allocation of Income Taxes,” 
The Journal of Accountancy, January 1959, p. 57. 

*One might even inquire whether there is such a 
thing as a going-concern assumption. A business is ac- 
counted for as a -concern only when it is in fact a 
going-concern it When not a going-concern, it is not 
treated as such. Where is the assumption? 
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the first set of circumstances which would 
justify regarding the tax deferment as a 
permanent gain requires that no perma- 
nent decrease in the investment in de- 
preciable assets should ever occur. Even a 
temporary decrease in this investment 
could easily result in part of the tax defer- 
ment coming due and one could only jus- 
tify ignoring it at the time that happened 
by proving that the decrease was in fact 
temporary, a very difficult thing to do. 
_ The other two sets of circumstances 
which would produce a permanent gain, 
although highly improbable, are not ab- 
solutely impossible. It would not be cor- 
rect however, to take up a gain on the 
strength of only a very remote possibility. 
If the circumstances should occur to 
make the gain permanent, the time to rec- 
ognize that gain would be the time of its 
occurrence, not the time of deferment. This 
point will be considered in more detail 
later. 

It has been argued that even though the 
deferment may not be a permanent one, it 
will be deferred for such a long period of 
time in many cases that the amount ulti- 
mately payable, if discounted to its pres- 
ent value, would be insignificant and 
therefore could be ignored.’ This is prob- 
ably true but it is not current accounting 
practice to discount amounts payable a 
long time hence and reflect only their 
present value in the accounts. Such a pro- 
cedure may be desirable. If so, it should be 
applied to all long term items, not just one 
particular type of item. 

Accounting principles aside, the most 
telling argument against regarding a tax 
deferment as a gain lies in the fact that the 
value of a business to a prospective pur- 
chaser is less to the extent that taxes 
have been deferred. 

If an adjustment is made to taxes as- 
sessed in order to determine tax expense, 
what does a deferred tax credit balance 
thus created represent? Every possible 


answer to this question has been offered, 
A credit balance must be a revenue or re- 
duction of expense, an asset valuation 
allowance, a liability, or a part of the 
ownership equity.* As explained above, 
some accountants hold that the credit is a 
revenue or reduction of expense and there- 
fore oppose making any adjustment. The 
reasons for not adopting this view have 
already been given. It has been suggested 
that this treatment is satisfactory pro- 
vided that a footnote is attached to finan- 
cial statements describing adequately what 
has been done.® However, as has been 
pointed out by other writers,’° the provi- 
sion of footnotes to financial statements is 
not a satisfactory substitute for the ap- 
plication of sound accounting methods. 
The Institute of Chartered Accountants 
in England and Wales has suggested that 
deferred tax credits might be considered 
to be reservations of surplus." Others have 
likened them to deferred maintenance re- 
serves.” The usual argument against this 
interpretation is that it is not reasonable 
because you can not increase accumulated 


7 Thomas M. Hill, “Some Arguments Against the 
Inter-Period Allocation of Income Taxes,’’ ACCOUNTING 
REviEw, July 1957, p. 357. 

5 It has been suggested by the research committee of 
The Canadian Institute of Chartered Accountants that 
“deferred credits” represent still another category of 
credit balance. This contention is considered later. 

®°G. M. Smith in a minority opinion in Bulletin 
No. 10 of the Committee on Accounting and Auditing 
Research of The Canadian Institute of Chartered Ac- 
countants, September 1954. 

10 Ralph S. Johns, “Allocation of Income Taxes,” 
The Journal of Accountancy, September 1958, p. 41. 

" Recommendation 19, Recommendations on Ac- 
counting Principles, The Institute of Chartered Ac- 
countants in England and Wales, October 1958. This 
interpretation appears to be based on legal require- 
ments as to the use of accounting terms rather than on 
accounting principles. 

2 Thomas M. Hill, “Some Arguments Against the 
Inter-Period Allocation of Income Taxes,”” ACCOUNTING 
Review, July 1957, p. 357. A deferred maintenance 
“reserve” is not a reservation of surplus of course, if it 
represents amounts which should have been spent to 
maintain assets in good working condition but were not, 
or the accumulation of amounts for definite mainte- 
nance projects through regular charges against income. 
Such “reserves” are asset valuation allowances and 
should be deducted from the cost of the assets to which 

they pertain. 
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earnings by decreasing earnings.” That is 
true as far as it goes but it does not cover 
the possibility of considering deferred 
taxes to be a form of contributed surplus, 
contributed by the government, in effect, 
through a reduction in tax claims. It would 


not be unreasonable to reduce earnings on - 


the basis of this interpretation. The argu- 
ment against this interpretation falls back 
on the fact that the deferment is not a 
permanent one unless most unusual cir- 
cumstances should occur. Only an ab- 
solute gift would qualify as contributed 
surplus, not a long-term loan. 

The Committee on Accounting Pro- 
cedure of the American Institute of Certi- 
fied Public Accountants has suggested that 
deferred tax credits might be interpreted as 
asset valuation allowances“ on the premise 
that the value of a depreciable asset is 


‘comprised of two factors, its value in use 


and its value as a claim against taxable 
income. This view is supported by the 
observation that a business which has 
used up more of its tax allowance claims 
in respect of depreciable assets is worth 
less to a prospective buyer. But the fact 
that the business as a whole is worth less 
does not necessarily mean that any of the 
individual assets is worth less. The net 
worth of a business consists of the value of 
its assets minus its liabilities. An increase in 
liabilities decreases net worth equally as 
much as a decrease in assets. 

Is the value of depreciable assets reduced 
by tax allowance claims made in respect of 
them? Certainly there is no loss of value in 
any physical sense; the assets are no less 
productive. Replacement policies are not 
affected, since the amounts ultimately 
claimable in respect of assets can not be 
changed by the timing of replacements. 
Tax deductibility is not inherent in an 
asset. It only exists if the asset is being 
used by a profit-making organization and 
then only if a profit is earned. The value 
of an individual asset to a prospective pur- 


chaser is not affected by the amount of 
depreciation that has been claimed against 
it for tax purposes by its present owner. It 
is only when an entire business or a share in 
an entire business is being purchased that 
previous tax claims for depreciation have 
any effect on value. The tax deductibility 
of assets attaches to the business, not to 
the assets. 

As indicated earlier, income tax defer- 
ments have been likened to deferred main- 
tenance “‘reserves.’’ It might be inferred 
from this that if deferred maintenance 
“reserves” are asset valuation allowances, 
then so also are deferred taxes. But there is 
a fundamental difference between deferred 
maintenance and deferred taxes. If main- 
tenance is deferred, assets are worth less 
physically. This is not the case when taxes 
are deferred. 

One might inquire whether the asset 
valuation interpretation would be an ac- 
ceptable one if tax expense adjustments 
produced a debit balance rather than a 
credit. Would it be proper to increase the 
value of an asset on that basis? If the tax 
authorities disallowed a write-down in the 
value of inventory in the current year, for 
example, so that the recognition of a loss 
for tax purposes was deferred to the future, 
would it be proper to reduce the amount of 
the write-down by the amount of the tax 
prepayment, or would it not be better to 
treat the tax prepayment as a separate 
item? This point can not be pressed too 
far, since debit balances are frequently 
treated differently from corresponding 
credits on the ground of conservatism, but 
it has some relevance. 

Finally it should be pointed out that a 
deferred tax balance arises in the first place 
from the fact that tax allowances for de- 


18 Lawrence G. herson, “Capital Cost Allow- 
ances and Income Taxes,” The Canadian Chartered Ac- 
countant, December 1954, p. 353. 

“4 Accounting Research Bulletin No. 44 (Revised), 
Committee on Accounting Procedure, American Insti- 
tute of Certified Public Accountants, July 1958. 
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preciation are not considered a proper 
basis for measuring depreciation expense in 
the accounts. To adjust asset values for 
differences in tax expense resulting from 
this disagreement over the extent to which 
the value of the assets has been consumed, 
is to defeat much of the original purpose of 
charging a different rate of depreciation for 
accounting purposes than for taxation 
purposes. The resulting net asset balances 
do not then represent the extent to which 
the original cost cf the assets still remains 
to be used up in production as estimated by 
the management but, instead, a ccm- 
promise figure somewhere between what 
the management estimates and the tax 
regulations allow. 

If deferred taxes do not represent a 
revenue or reduction of expense nor a 
portion of ownership equity nor an asset 
valuation allowance, then by process of 
elimination one must conclude that they 
represent a liability. The research com- 
mittee of The Candian Institute of Chart- 
tered Accountants states, however, that 
there is one other category of credit bal- 
ance, the ‘“‘deferred credit,’’ and that de- 
ferred taxes belong to this category.% A 
deferred credit is defined as “‘A credit bal- 
ance applicable to the income measure- 
ment of a future period or periods; an 
amount of revenue received (or recorded as 
receivable) but not yet earned. Sometimes 
applied to an amount received (or re- 
corded as receivable) that represents a re- 
duction of future expenses, e.g., premium 
on issue of bonds.”* The Canadian com- 
mittee states explicitly that these deferred 
credits are different from liabilities and 
that deferred taxes should be allocated to 
income in the periods “in which the cor- 
responding depreciation expense is re- 
corded” and that they “need not bead- 
justed to reflect subsequent changes in 
tax rates or possible future changes in 
methods of making tax allowances for 
depreciable property.” 

To begin with, this position denies one 


of the fundamental premises of accounting, 
that assets minus liabilities equals owner- 
ship equity and that income consists of 
the increase in net assets. Try to tell a 
business man that in order to calculate 
his equity he must deduct from the value 
of his assets not only his liabilities but also 
an animal called a deferred credit. Granted, 
the balance sheet is frequently a poor 
measure of real worth but it is not alto- 
gether meaningless. 

The illogic of the Canadian position be- 
comes obvious when one considers the re- 
sults it would produce if the tax regulations 
were changed in such a way as to make de- 
ferred taxes a permanent gain.”’ A corpora- 
tion would be expected not to take this 
gain into surplus except through income in 
the remaining years in which the assets 
that gave rise to the gain were depreciated. 
This in spite of the fact that both of the 
conditions necessary to the permanent 
realization of the gain, the tax claim and 
the change in tax regulations, had been ful- 
filled. Consider too the possibility that a 
loss year (in both the accounting and the 
taxation sense) could be transformed into a 
profit year by the feed-back of deferred 
tax credits. The profit would result from 
the fact that a reduction in income taxes 
claimed in prior years had been allocated 
to the loss year. How can you allocate a 
reduction in tax expense to a loss year in 
which no tax expense exists? 

But, it may be argued, deferred credits 
are a well-known accounting phenomenon 
and it is not uncommon to write them off 
against income on a semi-mathematical 
basis such as is advocated for deferred 


4 Bulletin No. 10 of the Committee on Accounti 
and Auditing Research of The Canadian Institute o 
Chartered Accountants, September 1954. 

1% Accounting Terminology, a project sponsored by 
the Committee on Accounting and Auditing Research of 
.¥ Canadian Institute of Chartered Accountants, 

* The possibility of deferred taxes becoming a per- 
manent gain in total is extremely unlikely, as mentioned 
earlier. The possibility of part oi the — tax a 
ance becoming a = gain through 
tax rates or profit however, is not “7 all rely. 
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taxes by the Canadian committee, without 
regard to the time at which they are ac- 
tually realized. The answer to this is that 
deferred credits are really liabilities, not 
necessarily liabilities in the legal sense 
put liabilities in the economic sense, and a 
mathematical basis of a write-off, when 
used, is simply an attempt to approximate 
economic realities. Amounts received in 
advance of the delivery of goods or services 
are frequently described as deferred credits 
to income. They are obviously liabilities. 
They represent obligations of definite 
amount to definite individuals. The cor- 
poration must either provide the goods or 
services in respect of which the amounts 
were received or return those amounts. 
Credit balances are frequently set up to 
cover such things as estimated future 


_ daims against warranties and described as 


liabilities even though neither the precise 
amount payable nor the individuals to 
whom it will be paid are known. Premium 
on bonds issued is usually described as a 
deferred credit and written off on a mathe- 
matical basis. But the premium on bonds 
account balance simply represents the dif- 
ference between the legal liability at the 
date of bond retirement and the economic 
liability at the date of bond issue. Insofar 
as the measurement of income and finan- 
cial position is concerned, it is the economic 
position that is significant, not the legal 
position. The bonds could not be redeemed 
on the date of issue for the amount of the 
legal liability; the corporation would have 
to pay the market price, which would be 
the price of issue. It would be just as un- 
realistic therefore to show as the bond 
liability the amount payable on retirement 
as to write off the bond premium to income 
on the date of issue. The deferred credit is 
equally as important to a correct statement 
of liabilities as it is to a correct matching of 
revenues and expenses. There are perfectly 
good reasons for writing bond premiums 
off over the lifetime of the bonds on a 
mathematical basis. The price of issue and 


the price of retirement of the bonds are 
determined at the time they are issued. At 
any time between issue and retirement, the 
market price that would have to be paid to 
redeem the bonds (i.e., the economic lia- 
bility) could be determined by adding to 
the legal liability the unamortized portion 
of the bond premium. This ignores market 
fluctuations of course, but it is not current 
accounting practice to adjust account bal- 
ances for temporary fluctuations in market 
prices.!* 

The argument against regarding de- 
ferred taxes as a liability hinges on the fact 
that although it is almost certain they will 
have to be paid eventually, they do not 
happen to be a legal liability until they are 
assessed. But accountants have long since 
recognized that they can not rely entirely 
on legal concepts in the measurement of 
economic phenomena, hence the setting up 
and amortizing of such things as premium 
on issue of bonds. Assets purchased on the 
installment plan are recorded as assets at 
full purchase price at the time of purchase, 
even though title may not pass legally until 
all payments have been made. There could 
be no objection to distinguishing between 
legal and economic liabilities by describing 
the non-legal type by some other name 
such as deferred credits, as long as it was 
generally understood what the term meant. 
Unfortunately, however, as the conclusions 
of the Canadian committee indicate, that 
does not appear to be the case. 

Closely related to the objection to con- 
sidering deferred taxes a liability on the 
ground of legality, is the argument that 
the government does not recognize that 
any such obligation exists.’ But what the 
government recognizes is not significant to 
the way in which accounts should be kept. 

18 Even if one refused to accept this 


liability concep- 
tion of premium on bonds on the ground that the pre- 
it would not justify 


They wil hav erred taxes as anything but a liability. 
to be 

“Some ts against the 
Allocation of Income Taxes,” ACCOUNTING 
Review, July 1957, p. 357. 
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If it were, there would be no problem over 
deferred tax credits, since accounting in- 
come and taxable income would be the 
same. 

The only real difficulty involved in re- 
garding deferred taxes as a liability lies in 
the fact that the taxes ultimately payable 
would be different from the taxes estimated 
at the time the income was recognized, if 
profit levels or tax rates changed in the 
meantime. If the difference was significant, 
the deferred balance would have to be 
adjusted. The necessity of estimating and 
possibly later adjusting a liability is not 
unusual, however. If profit levels or tax 
rates increased, the tax deferment would be 
less than the amount ultimately payable. 
This would require a transfer of the differ- 
ence from surplus to deferred taxes. A de- 
crease in profit levels or tax rates would 
have just the opposite effect.”® The need to 
adjust the liability in each case is obvious. 
The need to adjust surplus arises from the 
fact that estimates of tax expense made in 
prior years were in error. The original 
estimates were made by applying the tax 
rates in effect at the time of accounting in- 
come. But those tax rates did not apply 
to the entire accounting income, only to 
the taxable portion. The tax rates applic- 
able to the difference are those in effect 
when that difference becomes taxable in- 
come. The tax on the difference must be 
recognized as expense in the period in 
which the difference is recognized as ac- 
counting income, but the actual amount of 
that expense is determined by the total 


amount of taxable income and the tax 
rates in effect when the differznce becomes 
taxable income. The original calculation of 
this expense is only a reasonable estimate, 
based on the assumption that profit levels 
and tax rates will remain constant.” 

Throughout the discussion it has been 
assumed that deferred taxes are credits. If 
differences between accounting income and 
taxable income produced a debit balance 
of deferred taxes, it would fall into the 
asset category of deferred charge, the de- 
ferred charge, unlike the deferred credit, 
being a generally understood accounting 
term used to describe prepayments. It 
might be argued on grounds of con- 
servatism that a debit balance should be 
written off immediately rather than set 
up as an asset. There is no less reason 
why a prepayment of taxes should be set 
up as an asset, however, than a prepay- 
ment of research and development costs 
for example. Conservatism can be carried 
too far. Consistency is also imporant.” 
With the possible exception of this one 
point, the principles which apply to de- 
ferred tax credits apply also to deferred 
tax debits. 

20 On the ground of conservatism, the evidence re- 
quired to justify a transfer from deferred taxes to sur- 
plus would have to be more substantial than to justify a 
transfer from surplus to deferred taxes. 

If this assumption is not warranted, then the 
original estimate of income tax expense is not reasonable. 

For more extended discussions of this question see 
Hans J. Shield, “Allocation of Income Taxes,” The 
Journal of Accountancy, April 1957, p. 53, Ralph S. 
Johns, “Allocation of Income Taxes,” The Journal of 
Accountancy, September 1958, p. 41 and Willard J. 


Graham, “Allocation of Income Taxes,”’ The Journal of 
Accountancy, January 1959, p. 57. 
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THE FIVE-YEAR ACCOUNTING PROGRAM—WITH 
DUE AND DELIBERATE SPEED* 


PETER A. 
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Associate Professor, Tulane University 


ber of the accounting profession ad- 

vocates a “five-year accounting 
program,” his expression of opinion no 
longer makes “page one” copy. Twenty 
years ago the American Institute of Certi- 
fied Public Accountants (then the Ameri- 
can Institute of Accountants), through 
committees and its Council, recommended 
that the study of accounting be concen- 
trated in a fifth year following a four-year 
undergraduate arts and sciences program.’ 
In recent years this approach to the prob- 
lem of accounting education has been 
afirmed by the Commission on Standards 
of Education and Experience for CPA’s 
The idea has been underscored many times 
by articles in professional journals, by 
discussions at professional meetings such 
as this one, and by the fact that there are 
now in some universities well-planned and 
carefully-conceived five-year accounting 
programs. 

A five-year accounting program, then, 
is now a fact of life for some of us. The 
trail has been blazed. If the trail seems in- 
teresting—if a five-year accounting pro- 
gram is indeed a proper and workable 
vehicle for teaching accounting, increas- 
ingly large numbers oi accounting educa- 
tors will be asking themselves and their 
colleagues, “Should we adopt a five-year 
program ?”’ 

The purposes of this paper are three: (1) 
To demonstrate that the philosophy which 
underlies the concept of a five-year ac- 
counting program is valid and that the 
objectives of the program cannot be at- 
tained in less than five years of normal 
academic study; (2) to suggest the prin- 


Tiere whenever a prominent mem- 


591 


ciples which should support any school’s 
decision to adopt a five-year accounting 
program; and (3) to sketch the outline of a 
desirable five-year accounting program. 


UNDERLYING PHILOSOPHY 
Education not training 


A fundamental assumption inherent in 
any five-year accounting program must be 
that the purpose of a university under- 
graduate program is to educate the student 
rather than to train him. The implied ob- 
jective of such a program is to place em- 
phasis on stimulating and motivating the 
student to learn because education is of 
value per se rather than because it is a 
means to acquire a skill which will provide 
a livelihood. 

The educational system in the United 
States utilizes the “course’’ as the mecha- 
nistic framework for imparting knowledge. 
Implementing the “education not train- 
ing” objective requires that the content of 
a course be part of the fund of human 
knowledge which should be acquired be- 
cause of its intrinsic value. Furthermore, 
the ideas and concepts of such courses 
should be presented in an analytical and 
interpretive manner which will stimulate 
logical and independent thought. Courses 
which merely describe historical or cur- 
rent fact do not meet these criteria. 

“Education” of the student is not to be 

* H 
i at Florida State University on March 6 

” 1 Standards of Education and Experience for Certified 
Public Accountants, a report of the Commission on 
Standards of Education and ience for Certified 

Research, 


Public Accountants. Bureau of Business 
University of Michigan, 1956, p. 65. 
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accomplished by having him memorize 
without understanding, define without 
comprehending, or parrot without inter- 
preting any given set of data or historical 
facts. 

“Education not training” and other 
similar phrases have been used so often in 
the past few years to justify “five-year 
accounting programs,” “return to the 
fundamentals,” “the liberal approach,” 
and other similar objectives that the 
phraseology sounds almost trite. The idea 
which it expresses is certainly not trite, 
however. Independence of thought, ability 
to reason and to cope with new and un- 
precedented situations, and intellectual 
awareness in a variety of spheres of knowl- 
edge are qualities which universities should 
strive to instill in students. While it is true 
that the university does not bear alone the 
responsibility for implanting these qual- 
ities in individuals, certainly the university 
should not imperil the attainment of this 
goal by working at cross-purposes to it. 


General knowledge should precede specialized 
knowledge 


One of the fundamental ideas underlying 
the five-year accounting program is that 
the student should acquire knowledge of 
much of the area of human endeavor and 
behavior before he begins to acquire inti- 
mate knowledge of his chosen profession. 
The implications of this belief are pro- 
found and far-reaching in their effects. 

The process of learning is largely one of 
absorbing and evaluating knowledge ac- 
quired whether by experience or by formal 
educational processes. It follows logically, 
then, that the most recently acquired 
knowledge will be related to and evaluated 
in the light of prior experiences. As the stu- 
dent progresses and matures, his store of 
knowledge and experience should increase. 
Courses placed in the latter stages of his 
formal education should be more keenly 
appreciated and better understood than 
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were courses undertaken at an earlier stage 
in the program. It would seem to follow 
that the student should be exposed rela- 
tively quickly to as many areas of human 
endeavor and behavior as possible, sub- 
ject to the constraint that a significant 
degree of depth and penetration should be 
accomplished in each area. The advantages 
of such an approach seem clear; having 
been exposed to a broad base of general 
knowledge, specialized knowledge can be 
better appreciated and specialized skills 
used with selectivity and discrimination 
in larger areas of applicability than would 
be the case had the specialized knowledge 
been acquired before the general. 

There is also a practical reason for ad- 
vocating that general knowledge be ac- 
quired before specialized knowledge. The 
student who pursues a general curriculum 
will often remain in the university to ac- 
quire a speciality. The student who first 
acquires a specialty too often succumbs 
to the temptation to ply his immediately 
salable skill. The result might easily be a 
long-run loss to self and to society through 
failure to fully develop the individual’s 
potential. 


Amount of general knowledge required is ex- 
tensive 


Another assumption underlying the five- 
year accounting program is that the body 
of general knowledge which should be ac- 
quired by the professional accountant is so 
large that, even if highly specialized ac- 
counting education were desirable at the 
undergraduate level, there would be in- 
sufficient space in the curriculum to accom- 
modate it. This assumption clearly implies 
impropriety of excessive concentration in 
any one area of study. In the light of the 
basic philosophy, ‘excessive concentra- 
tion” may be defined as that amount which 
would tend to make the individual espec- 
ially proficient in any one area where such 
proficiency is attained at the expense of 
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other areas. The significance of this im- 
plication for accounting education seems 
abundantly clear; the basic concept of a 
five-year accounting program is totally in- 
consistent with a high degree of specializa- 
tion on accounting at the undergraduate 
level, and such specialization is to be dis- 
couraged. This assumption implies also 
that the accountant with a narrow back- 
ground is at a disadvantage, and that, at 
least at the undergraduate level, there are 
areas of study which not only should pre- 
cede the study of accounting per se, but 
which at this time are of greater impor- 
tance to the accountant of tomorrow 
than the study of accounting. 


Undergraduate work undertaken should have 
intrinsic value 

The belief that there exists an extensive 
body of general knowledge which is neces- 
sary to the development of the professional 
accountant must also imply the existence 
of some criteria for determining whether a 
proposed offering should be included in 
this area of desirable knowledge. If the 
criteria mentioned earlier in this paper are 
valid, their uniform application to any ele- 
ment of a proposed five-year accounting 
program is appropriate. These criteria are: 
(1) The content of any course must be part 
of the fund of human knowledge which 
should be acquired because of its intrinsic 
value, and (2) the ideas and concepts of 
such courses should be presented in an 
analytical and interpretive manner which 
will stimulate logical and independent 
thought. These tests should be applied 
both to arts and sciences and to business 
courses, including accounting courses. For 
the business and accounting courses, the 
first criterion must be interpreted in a more 
limited sense to mean “fundamental to 
the economic universe.” Courses which 
merely describe historical or current fact do 
not meet these criteria. Courses which are 
purely descriptive in nature or which aim 
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only to promote technical proficiency are 
inconsistent with the philosophy of a five- 
year accounting program unless the tech- 
nique is vital to the understanding of 
other courses which have intrinsic value. 

The philosophy which underlies the 
five-year accounting program implies a 
high degree of selectivity in choosing the 
business courses to include in the program, 
for there is little in the conventional busi- 
ness school curriculum which is part of a 
fundamental core of knowledge or which 
has intrinsic value. 

Under a five-year accounting program, it 
seems appropriate that the undergraduate 
accounting offerings should be subject to 
the same tests of validity as non-account- 
ing business offerings. The first course in 
accounting should be taught in such a 
manner as to make the content of nearly 
universal appeal. Subsequent undergrad- 
uate accounting offerings should be taught 
in such a way that they might consitute a 
kind of course that any student interested 
in business and economics might find use- 
ful. The general rule can be applied to Cost 
Accounting, which could emphasize the 
control function of accounting; to Audit- 
ing, which could emphasize ethics and 
professional responsibility; and to Federal 
Income Taxation, which should be oriented 
around the general philosophy of income 
taxation rather than around the details and 
mechanics of the statute, the regulations, 
and judicial and administrative interpreta- 
tions. 

The underlying philosophy of a five-year 
accounting program, then, seems to imply 
the necessity for evaluating critically the 
content of the entire undergraudate cur- 
riculum. The benchmark on which this 
evaluation rests—intrinsic value as a req- 
uisite for a course offering—is an ex- 
tremely valuable and desirable one to use. 

We have before us a new challenge, a 
proposal to adopt an integrated five-year 
program. Its consideration is merited if 
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only for the reason that it presents an 
opportunity for self-examination and for 
re-orientation (or reaffirmation) of one’s 
own views about the teaching of account- 
ing. 


The professional accountant is a business 
executive 


The most important implication of a 
five-year accounting program is that the 
role of the professional accountant is 
clearly defined as a leading part in the play 
of life. The expanding role of the CPA is 
recognized in every premise on which the 
five-year accounting program rests. The 
professional accountant envisaged by a 
five-year accounting program is one who 
has stature, ability, and judgement. He is 
able to serve business, not as a record 
keeper or checker, but as a consultant, 
advisor, and friendly critic. (Nothing 
which has been stated here should be in- 
terpreted to deny that some professional 
accountants have been playing this role 
successfully for years. The achievement 
of a five-year accounting program will be 
that more accountants will play this role.) 
Finally, the implications of the develop- 
ment of electronic mass data processing 
devices are clearly recognized, namely, 
that in the years ahead the scorekeeping 
function of the professional accountant will 
become of increasingly less importance, 
and his executive and advisory functions 
will occupy the greater proportion of his 
time. 


Summary of Underlying Philosophy 


The “broad, general education” of depth 
and extensiveness as a preface to account- 
ing specialization is the keynote of any 
proposal to devote five years to formal ed- 
ucation for a career as a professional ac- 
countant. “Broad, general education” 
must still imply some selectivity, for it is 
impossible to comprehend the entire 
sphere of human knowledge. The criterion 


for selection of the course offerings to be 
included in any five-year accounting pro- 
gram must be that any proposed course be 
“intrinsically valuable.’’ This implies that 
fashioning of a five-year accounting pro- 
gram must not be a mere process of assem- 
bling courses from those currently avail- 
able. Rather, a five-year program should 
represent craftsmanship. Course offerings 
in the arts, the sciences, and in business 
(including accounting courses) should be 
appraised critically to determine whether 
they meet the test of intrinsic value. Asa 
practical fact, the first step in fashioning a 
five-year accounting program may have 
to be a re-orientation of non-accounting 
courses in business administration. 
Viewed in this light, the idea of a five- 
year accounting program seems valid. The 
emphasis that it places on the future role 
of the professional accountant as a con- 
sultant, advisor, and critic of business is 
inspiring and realistic. The challenge that 
the advocacy of a five-year accounting 
program presents should at least inspire 
critical self-appraisal of existing curricula, 
even if the result should be affirmation of 
present programs and procedures. 


ARE YOU READY TO ADOPT A FIVE-YEAR 
ACCOUNTING PROGRAM? 


In the preceding section of this paper 
the basic assumptions and philosophies of a 
five-year approach to accounting educa- 
tion were examined. Now is the time to 
raise a very large “‘Caution” sign. The best 
interests of the profession will be served if 
a five-year approach to accounting ed- 
ucation is universally adopted. But the 
best interests of the profession will be 
served if the transition is accomplished 
with deliberation and naturalness. The 
five year approach to accounting educa- 
tion has profound implications. The 
changes contemplated are not of form but 
of substance, and they should be made 
only when the climate is right. Unless each 
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of the following questions can be answered 
properly, it may be wise for your school 
to defer adoption of a five-year account- 
ing program. 

1. Do you agree with and support in 
substance the principles and objectives (in- 
duding implications) of the five-year ac- 
counting program which were stated in the 
preceding section? Certainly it would seem 
that this would be the most obvious pre- 
requisite to adopting a five-year accounting 
program. 

2. Are you willing to abandon the idea 
that a student will be able, at the end of 
four years, to pass the CPA examination, 
to be immediately proficient in the ap- 
plication of accounting skill? If you have 
been achieving any significant degree of 
success along these lines in your tradi- 
tional four year accounting curriculum, 
forsaking this objective may be a traumat- 
ic experience. Yet it must be abandoned, 
for it is completely incompatible with the 
objectives of a five-year accounting pro- 
gram. The implicit assumption of the five- 
year approach is that the job cannot be 
done in four years. If you can attain the 
objectives of the five-year program in four 
years, then the five-year program is un- 
necessary. If the five-year program is 
necessary and desirable, you are omitting 
important and vital courses for the sake of 
winning superficial signs of achievement 
such as technical proficiency and good 
grades on the CPA examination. 

3. Do you have the time to develop the 
new course material and the new tech- 
niques which should accompany the five- 
year accounting program? Adopting a five- 
year approach to accounting education ts not 
just a matter of moving the same courses that 
are taught in the four-year approach to a one- 
slep higher level. Accounting can be taught 
to sophomores much more effectively than 
to freshmen. Different techniques can and 
should be used. The higher the level, the 
more effectively can accounting be related 
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to other areas and the more readily can 
abstract concepts be grasped. The changes 
that can and should be made in the ac- 
counting courses which are moved from the 
fourth to the fifth year are extensive in 
scope. Since a number of accounting 
courses will be taken simultaneously, a 
better job can be done of relating them to 
each other. Since the student will have 
completed the “general” phase of his edu- 
cation, all the accounting courses of the 
fifth year will benefit from the richer back- 
ground with which the student approaches 
them. It would be a mistake not to take 
advantage of this greater maturity and 
perspective by materially altering the 
course content. 

4. Is your “political” climate right for 
adopting the five-year approach to ac- 
counting education? Are the philosophies 
which underlie the five-year accounting 
program consistent with those of your 
school? Or do a substantial number of the 
members of your accounting department 
believe that “accounting is learned by 
doing,” “that the point of a pencil is the 
pipe through which accounting knowledge 
flows,’ that this whole concept that a 
“broad, general education”’ is a necessary 
part of the education of the professional 
accountant is ridiculous? Do you feel that 
you must serve the immediate needs of the 
practicing profession, that your graduating 
senior should be able to ‘‘do’”’ accounting 
almost immediately and with some skill? 

5. Are the non-accounting offerings in 
your school of business—and the course 
offerings in your liberal arts and sciences 
college—of such quality that any real pur- 
pose would be served by reducing your 
undergraduate accounting offerings? In 
many schools of business administration 
accounting seems to be the only discipline 
with substance. Reducing the undergradu- 
ate accounting electives would only leave 
a gap to be filled by a less useful course. 

6. If the answer to the previous question 
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is in the negative, is there a possibility for 
improvement? Are inter-departmental re- 
lations and inter-college relations such that 
real progress could be made in making 
specifically tailored courses available for 
accounting students? 

7. Is the quality of your student body 
such that it could pass without serious 
attrition reasonably rigorous courses in 
the arts and in the sciences? A five-year 
accounting program will result in a more 
difficult curriculum than is now generally 
pursued by the business administration 
student who is an accounting major. At 
least initially the rate of attrition may rise. 
In the long run the result will be to attract 
a higher caliber student to the accounting 
profession, but the transition may be pain- 
ful. 

8. Do you believe that universal adop- 
tion of a five-year accounting program 
would be to the long-run benefit of the ac- 
counting profession? 


FRAMEWORK FOR A LriVE-YEAR 
ACCOUNTING PROGRAM 


The remainder of this paper is an artist’s 
sketch of the broad outlines of a five-year 
accounting program. Courses are not 
viewed or defined in terms of semester or 
quarter hours, nor is any attempt made to 
designate specific courses which should be 
included in the program. The amount of 
material that can be satisfactorily covered 
within a given period of time varies with 
the quality of the student body, the level 
at which the course is taught, and the 
ability of the instructor. The purpose of 
the ensuing material is to spotlight the 
areas of knowledge which should comprise 
the elements of five years of formal educa- 
tion for the professional accountant. It is 
almost redundant to emphasize that the 
justification for a five-year approach to 
accounting education must be found in its 
obvious superiority to a four-year ap- 
proach. 


Which administrative jurisdiction? 

The choice of colleges for the adminis- 
tration of the accounting program is not 
the immediately obvious one that it might 
seem to be. The question is an extremely 
complex one and, at least at the present 
time, no solution can be obtained which 
will be universally satisfactory. The test 
which must be applied is: “In what setting 
will it be possible to come closest to the 
ideal of setting our own standards and 
fashioning our own curricula?” The ob- 
vious answer is the independent account- 
ing school, separate from both the business 
school and the arts and sciences colleges. 
The obvious answer is not the one which 
many would choose if the election had to 
be made today. 

Probably the best solution at the present 
time is for each to work within his present 
environment to bring about the kind of 
five-year accounting program which he 
thinks desirable. In many schools this will 
be a slow, tedious, even tortuous process. 
Yet the needs of the undergraduate ac- 
counting student are so closely related to 
those of the non-accounting business stud- 
ent that joint effort to improve the cur- 
riculum for the general good of all should 
be an eminently desirable undertaking. 
The objectives of the business school 
should not be inconsistent with the objec- 
tives of accounting education, and there is 
no reason why a business school curriculum 
should not accommodate comfortably the 
requirements of a well-fashioned five-year 
accounting program. 


Immediate or delayed registration in the pro- 
gram? 


“Broad, general knowledge’ does not 
connote unplanned, unsupervised schedul- 
ing of a “bunch” of liberal courses. The 
virtue in a five-year accounting program 
lies at least in part in its carefully planned 
integration of courses. It is desirable,there- 
fore, to direct the student at the earliest 
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possible stage in his career, even if the re- 
sult of such direction is merely to restrict 
the “liberal” courses which he might elect 
to those that are “intrinsically valuable.” 


The First Two Years 


The student’s first two years’ work 
should be predominantly outside the busi- 
ness administration area. There seems to 
be no overriding consideration which dic- 
tates preference for scheduling of intro- 
ductory accounting either in the second 
rather than the third year, or in the third 
rather than the second year. There is some 
merit in introducing the student to Eco- 
nomics in his second year. With the one 
qualification noted below, there would 
seem to be no need for the student, even 
though registered as a business adminis- 


- tration student, to come into contact with 


the school except for administrative rea- 
sons. 

To offset the obvious disadvantage of 
being registered in a school in which the 
student takes no courses, at Tulane we 
have employed an extremely successful 
and popular device which has come to 
serve another very useful purpose. During 
one hour of each week during both the first 
and second years, the students meet to- 
gether in a one-hour credit course to dis- 
cuss current business events. Assigned 
readings are in the Wall Street Journal, 
Fortune, Business Week, the Commerical 
and Financial Chronicle, and similar busi- 
ness publications. Every week the students 
are required to write a short essay on des- 
ignated events. This is not the traditional 
introduction to business course, but it 
serves the same purpose without duplicat- 
ing the work which will be undertaken 
later in the regular business curriculum. 

Mathematics. The study of mathematics 
is valuable per se. This fact, coupled with 
the increasing importance that is being 
attributed to the subject in some areas of 
business, seems to dictate that the study 


of mathematics should be given some 
prominence in the basic curriculum. (There 
have been major developments in mathe- 
matical concepts since most of us who are 
now teaching were undergraduate stud- 
ents, and it is a matter of serious concern 
that we are unable to judge critically these 
developments. Until we are able to make 
this judgment, support should be given for 
a heavy concentration of mathematics in 
the curriculum because the study of mathe- 
matics is valuable within its own right.) 
Appropriate areas of mathematics would 
seem to be Finite Mathematics and the 
Calculus, with some emphasis on the math- 
ematics underlying statistical method. 

English. (Who has not heard, ‘Students 
can’t write and they can’t spell!’”’”) A very 
strong concentration in English is desir- 
able. Grammar, composition, and litera- 
ture are all important. More than one year 
is highly desirable. 

Foreign Language. The desirability of 
requiring or permitting only the traditional 
two years of college Spanish (or French, or 
German) is at least questionable. The 
student should elect some other course or 
be required to pursue the language to a 
point of fluency. 

Sciences and Aris. In these areas it is 
probably desirable that the student be 
permitted a relatively high degree of flexi- 
bility, subject to the constraint that he be- 
come familiar with at least one physical 
science, one natural science, one social sci- 
ence, and one or two of the arts. Chem- 
istry, Physics, Biology, Geology, History, 
Sociology, Anthropology, and Music are all 
examples of courses which might meet the 
test of worthwhileness. The permitted 
elective courses in these areas should prob- 
ably vary with the local environment. 


The Second Two Years 


These are the years which will prove the 
more difficult to fashion. The underlying 
philosophy should be one of permissiveness 
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within business school environment. There 
are certain areas of business with which 
the student must be acquainted. Market- 
ing, Production, Statistics, Industrial Re- 
lations, Finance, and Management are the 
important and most frequently encoun- 
tered ones. The professional accountant of 
the future must be familiar with each of 
these, but it is not necessary that he sched- 
ule extensive work in any of these areas. 
What is of the utmost importance is that 
each of these areas of study be presented 
in an analytical and interpretive frame- 
work rather than in a descriptive one. It is 
not enough that the student should learn 
the methods of marketing which are em- 
ployed in this country. He must also un- 
derstand the logic which made them neces- 
sary. Industrial Relations can be presented 
to the student as a history of the labor 
movement in this country, or as a list of 
factors which keep employees happy, or as 
a real challenge to the student to under- 
stand the problems facing both manage- 
ment and labor. There is virtue only in the 
latter. 

One fact must be repeatedly empha- 
sized: There are no immutable principles of 
business administration. Business is an 
economic kaleidoscope which never repeats 
the same pattern. Each business situation 
must be dealt with on its own merits, and 
unless the business administration cur- 
riculum is oriented to this fact rather than 
to the idea that there are unchangeable 
principles to be learned, it falls short of the 
ideal envisaged by the five-year accounting 
program. 

As a rule of thumb, one semester in each 
of the indicated business areas should be 
enough for the accounting major. He does 
need to be exposed to each of these areas. 

The last two years should not be com- 
posed solely of business courses. Continu- 
ing work in the sciences and the arts 
should be encouraged. 


The accounting segment of the five-year ac- 
counting program 


Within the five-year accounting program 
there is no place for different introductory 
courses in accounting for accounting 
“majors” and for non-accounting ‘“ma- 
jors.” The introductory course in account- 
ing should explain the logic which under- 
lies accounting conventions. It should 
clearly define the role of accounting as an 
interpreter of the business process. It 
should deal with concepts and theory. The 
entire theme of the introductory course 
should be, ‘‘Why?” ‘Why is ‘Cash’ usu- 
ally the first item on the Statement of 
Financial Condition?” “‘Why is ‘Revenue 
minus Expense’ usually a better measure- 
ment of income than is ‘Receipts minus 
Disbursements?’ ”’ It is not enough that 
the student in his fifth week of introduc- 
tory accounting should know that the 
entry for a sale on account is ‘‘Debit Ac- 
counts Receivable, credit Sales.” He 
should understand clearly why the entry to 
recognize revenue is made before the col- 
lection of cash. It is not sufficient that he 
should be able to prepare a trial balance 
from a series of accounts; he should be 
able to explain the function of the trial 
balance and of the accounts themselves. 
It is not enough that the student know that 
assets are classified as “Current” and 
“Fixed”; he should know why this distinc- 
tion is useful. 

The product of the introductory course 
in accounting should not be judged by his 
ability to ‘‘do” accounting. He should 
know accounting. 

The second course in Accounting is the 
proper place for emphasizing technique as 
well as the logic of accounting theory. This 
is the course in which the accounting ‘‘ma- 
jor” will blossom, or in which the interest 
in accounting which was kindled in the 
introductory course will be stifled. This is 
the course which should introduce the 
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student to the detail of accounting and 
which should challenge him with more 
difficult situations than he encountered in 
the introductory course. This is the course 
in which problems should be solved and 
subleties of theory examined microscopi- 
cally. Although the sequence of this course 
should be the same as in most of the tradi- 
tional accounting curricula, if the prin- 
ciple on which the five-year accounting 
program rests is valid, it should not be the 
same course. 

In addition to the introductory course 
and the intermediate course (including 
specialized topics like consolidated state- 
ment preparation, partnerships, etc.), the 
undergraduate accounting offerings should 
include a survey of cost accounting, audit- 
ing, and income taxation. Each of these 
courses should probably be limited to one 
semester’s duration. 

The cost accounting course should be 
taught as a managerial control course, and 
it should include elements of job order, 
process, standard, and distribution cost 
analysis. This course should be the kind of 
course that would be elected by any busi- 
ness administration student interested in 
business management and in cost control. 
It should be oriented, not to the accounting 
student who expects to continue a fifth 
year of work, but to the non-accounting 
student for whom this accounting course 
may be a terminal one. This course should 
be taught in accordance with a philosophy 
similar to that underlying the approach to 
introductory accounting described above. 
As in the case of introductory accounting, 
practice sets and teaching methods which 
emphasize technique have no place in this 
cost accounting course. 

The course in federal income taxation 
should be oriented around a basic philos- 
ophy of income taxation. The purpose of 
this course should noé be to train the stud- 
ent to prepare the income tax returns of 


future clients but to instill in him an ap- 
preciation of the logic (or lack thereof) 
which supports some of the concepts of 
taxable income. The job of presenting a 
satisfactory income tax course is probably 
the most difficult of all those pertaining to 
the undergraduate course offerings in ac- 
counting. Like cost accounting, this course 
should be the kind of course that amy busi- 
ness administration student should elect 
to enhance his own appreciation of the tax 
implications in business events. 

The auditing course must not be oriented 
to the practice of public accounting. There 
are certain kinds of knowledge which are 
most efficiently taught in the academic 
environment, while others are best ac- 
quired in a practical atmosphere. The 
practice of auditing, public or internal, can- 
not be taught efficiently or well in the 
academic environs. There is no implication 
here that an auditing course has no place 
in the curriculum, but rather that its ob- 
jectives should be realistic. Auditing 
courses should aim to further instill in the 
student an inquiring attitude and a deep 
appreciation of professional responsibility 
and ethics. In the fourth year time spent 
on practice sets and detailed working pa- 
pers is misspent. 


Inter-course relationships 


Before continuing with the fifth year 
program, some consideration should be 
given to an intriguing problem of business 
education. The entire business adminis- 
tration area is a complex of inter-related 
impulses. No course can be taught in a 
vacuum and there is a real need for relat- 
ing the content of many courses to that of 
others. Some pioneering work has already 
been done in this area at the Harvard 
Graduate School of Business Administra- 
tion, at Carnegie Tech, and at Northwest- 
ern University. The desirability of combin- 
ing introductory courses at the undergrad- 
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uate level is questionable, but there is a 
real need for a fourth year course(s) which 
would relate the material contained in all 
the undergraduate offerings in business 
administration. Such a course would be 
invaluable in a five-year accounting pro- 
gram. 

At the end of the fourth year, the stu- 
dent who has been exposed to the above 
curriculum has received a good education. 
He is not prepared to take the CPA ex- 
amination, but he is eminently qualified to 
be employed by industry, by public ac- 
counting, or by government. He is capable 
of benefiting from practical experience and 
he will be able to progress to the limit of 
his innate potential. With supervision and 
continuing study, he will be able to cope 
with any problem that a junior accountant 
in public practice is apt to face and he will 
be able, in time, to complete the CPA ex- 
amination successfully. 


The Fifth Year 


This is the year of specialization. The 
avowed goal of this year of study should 
be to bring the accounting student to a 
high level of technical proficiency. The 
student must also be encouraged to de- 
velop a deeper understanding of account- 
ing theory and concepts and he must be 
made keenly sensitive to the uses to which 
his accounting knowledge and ability may 
be put. As an incidental goal, the student 
should be actively encouraged to take the 
CPA examination in the latter part of his 
fifth year. 

The course offerings of the fifth year 
should include the following areas. 

Cost accounting problems. This is the 
time for introducing intricate and complex 
cost accounting problems of all types, but 
the applicative aspects of these problems 
must never be de-emphasized. Since cost 
accounting is inherently a control device, 
the watchword of this period of study 
should be “management control.”’ 


Auditing. The study of this area should 
be oriented around the case. SEC require- 
ments, the case studies of the AICPA, and 
internal control problems should comprise 
the essence of this period of study. Aspects 
of both internal and external auditing 
should be included. The fundamental 
problems of both areas of auditing are 
similar, and it should not be difficult to 
include both in the same period of study, 
(It should be noted here that there is really 
no need in a five-year accounting program 
for an internship program of any kind. 
Students might be encouraged to seek em- 
ployment during summer vacations in 
order that they might enrich their appre- 
ciation of academic courses, but the pro- 
priety of allowing university credit for 
such endeavors is questionable. In its es- 
sence, the awarding of college credit and of 
grades for work accomplished in a public 
accountant’s office or in the office of an 
industrial concern places the university in 
the rather unique position of having sur- 
rendered to an outside organization the 
responsibility for maintaining academic 
standards. The whole picture of internship 
programs for college credit seems rather 
incongruous.) 

Theory and Problems. This area should 
be viewed as an integrated whole. The 
student needs practice in solving complex 
problems of a general nature and he needs 
to strive towards a deeper understanding 
of accounting theory. These are not sepa- 
rate areas of study. Through the use of 
cases the student should be exposed to 
wide ranges of business characteristics and 
problems. The cases should be analytical, 
purposeful in the business setting, and they 
should include much of the traditional 
problem material. In this period of study 
the major works of past and contemporary 
accounting theorists should be examined. 
While the student should have been en- 
couraged at each point in the curriculum 
to be critical of accounting conventions, 
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it is at this time that real challenges to 
contemporary accounting conventions 
might be discussed most satisfactorily. 

Accounting Systems. Like auditing, “sys- 
tems” is a difficult thing to teach in an 
academic environment. The objective here 
should be to develop an appreciation for 
the poetry of orderly procedures in the 
processing of meaningful data. This area 
must include basic work with integrated 
data processing methods and electronic 
data processing equipment. As a minimum 
level of achievement, every accounting 
student must appreciate the capabilities 
and general characteristics of electronic 
data processing equipment. It would be 
desirable for every student to learn to pro- 
gram a small problem for some type of 
computer. The keynote of this period of 
study should be creativity. It should be 
anticipated that short field trips would be- 
come an integral part of the work in the 
“systems” area. It is possible that much of 
the work of the course should be in the na- 
ture of case development by the students. 
Each accounting system studied should 
be treated as a proper subject for revision 
and improvement. 

Federal Income T axes. Additional work in 
this area would be desirable. The account- 
ing student must be qualified to review 
tax returns of many kinds of clients and he 
must be prepared to do research, not only 
in the area of federal and state income 
taxes, but in many other areas of taxation. 
He must be brought to the level of pro- 
ficiency which makes him sensitive to the 
problems of ‘‘tax-planning.’’ If he is in a 
geographic area in which there are unique 
tax problems he should be afforded an op- 
portunity to do independent research on 
them. 

Research. The student should be afforded 
an opportunity to work independently in 
special areas of accounting knowledge that 
interest him. Such independent study 
should be conducted under the personal 


guidance of faculty members who are 
specialized in the student’s area of special 
interest. 

Highly specialized areas of accounting, 
such as governmental accounting, should 
be treated intensively at some time prior to 
the CPA examination. The student who is 
particularly interested in this area should 
be afforded time to work intensively in it. 

Business Law. The specific knowledge of 
business law which is a requisite for suc- 
cessful completion of the CPA examination 
should be acquired in the fifth year. This 
kind of approach to Commercial Law does 
not constitute desirable knowledge for the 
non-accounting undergraduate, and the 
course should not be included in that cur- 
riculum. As a satisfactory and eminently 
more useful substitute, a course might be 
offered which would acquaint the student 
with the various areas in which business 
is subject to Federal and state regulation. 

Other Courses. In addition to the areas 
mentioned above, the fifth year might in- 
clude separate courses in financial and/or 
managerial policy or control, but this elec- 
tion would depend on the basic format of 
the accounting offering. It is possible that 
the content of these courses might have 
been included therein. 

The most important problem inherent 
in the fifth year of the accounting program 
is that of eliminating duplication of ma- 
terial included in the various accounting 
areas. When periods of years, or even 
semesters, separate the auditing course 
from the cost accounting course, duplica- 
tion and repetition of material may serve 
a useful purpose. In a five-year accounting 
program, however, the student will be 
“living” accounting for an entire year. In 
this year, it would be useful to abandon 
entirely the conventional “three-hour” 
course format in favor of some form of 
block approach in which all or most of the 
areas of accounting knowledge might be 
considered as a unit. For example, if one 
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area of study is that of Accounting Theory 
and Problems, why is a separate and dis- 
tinct course in Cost Accounting Problems 
necessary? Much of the content of Audit- 
ing deals with theoretical concepts. Should 
the auditing course be separate from the 
course in theory and problems? In making 
his decisions, the business manager must 
be familiar with tax aspects and implica- 
tions. Is there a valid reason for making 
the sharp distinctions that are usually 
made in the academic environment be- 
tween the tax course and the theory course? 
Even if such a distinction is justified in the 
undergraduate years, there may be no rea- 
son for drawing the line of demarcation so 
rigidly in the fifth year of accounting 
study. 

For some time the fifth year will be an 
experimental one. It should assume an 


atmosphere of intensive dedication and 
purposeful study. Let’s make ‘his possible 
by doing more than a face-lifting job in 
which the old format and methods and 
content are merely given a new coat of 
paint. Our approach to the five-year ac- 
counting program should be creative and 
imaginative. 

Which degree to give? I think the best 
interests of the accounting profession will 
be served if a separate and distinctive de- 
gree is awarded at the end of the fifth year, 
This degree should probably represent a 
second earned degree, since in many cases 
the student will have already fulfilled the 
requirements of the four year business 
administration curriculum. If the fifth 
year is as intensively implemented as it 
should be, a case for awarding a Master’s 
degree can be made. 


T 


today 
critice 
that 
count 
they 

gaze 
at th 


4 

coun 
prais 
prog! 
It 
the 
acco 
They 
with 
in 
ing | 
the 
The 
orde 
con 
Jem 
of 
thr 
| cou 
his 
: dus 
pre 
qu 
toc 
4 


BASIC RESEARCH IN ACCOUNTING 


BROTHER LA SALLE 
Associate Professor, St. Edward’s University 


STATING THE PROBLEM 


HE future of accountancy as a pro- 
fession depends to a great extent 


upon the foundations which are laid 
today. When respected accountants in 
critical self-examination state with validity 
that the basic assumptions on which ac- 
countancy rests would be indefensible if 
they were not indispensible, one can but 
gaze with a certain amount of skepticism 
at the vast superstructure which has risen 
upon such premises. Perhaps what ac- 
countancy needs is an ‘agonizing reap- 
praisal” of its basic tenets, and a “crash” 
program to resolve any lingering doubts. 

It is the conviction of some members of 
the accounting profession that progress in 
accounting thought has reached a plateau. 
They maintain that in order to keep pace 
with the rapid developments being made 
in other areas of knowledge, the account- 
ing profession must either press on towards 
the summit or sink back into the abyss. 
There is no such thing as marking time. In 
order to go forward, it is necessary that 
accountants, acting individually and in 
consort, attack with enthusiasm the prob- 
Jems which confront the profession. Many 
of these problems can be solved only 
through basic research. Creative research 
pertains to the essence of the art of ac- 
countancy. 

While every man is born an inquisitor, 
his efforts can usually be made more pro- 
ductive if he adopts a system in his ap- 
proach to a given problem. Once he ac 
quires a working knowledge of the basic 
tools of research, his research projects may 
be undertaken with confidence that the 
effort expended will be justified. 


CHARACTERISTICS OF THE RESEARCHER 


The desire for knowledge is the driving 
force which motivates the researcher. Re- 
search requires a fierce dedication to the 
task at hand. The researcher must ap- 
proach his assignment with complete 
honesty and impartiality in order that his 
findings may be accepted with confidence. 
He must never compromise with the truth. 
He must be willing to modify or abandon 
his opinions if the evidence so warrants. 
He must possess an inquiring and imagina- 
tive temperament coupled with a tireless 
spirit capable of pursuing his elusive 
quarry, truth, through the wilderness of 
confusion and contradictions until it is 
brought to bay. He must be absolutely 
fair in dealing with the findings not only 
of predecessors and contemporaries but 
also of opponents. 

Theodore Roosevelt sketched a mental 

image of the man who is ideally suited to 
engage ignorance in mortal combat: 
It is not the critic who counts; not the man who 
points out how the strong man stumbled; or where 
the doer of deeds could have done them better. 
The credit belongs to the man who is actually in 
the arena; whose face is marred by dust and sweat 
and blood; who strives valiantly; who errs and 
comes up short again and again; who knows the 
great enthusiasms, the great devotions and spends 
himself in a worthy cause; who at the best knows 
in the end the triumphs of high achievement; and 
who at the worst, if he fails, at least fails while 
daring greatly; so that his place shall never be 
with those cold and timid souls who know neither 
defeat nor victory. 


AUTHORITY IN ACCOUNTANCY 


Before beginning our discussion of re- 
search methods, it is necessary to comment 
briefly on an alternate but less acceptable 
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method of determining issues—authori- 
tarianism. 

An authoritarian system of thought re- 
quires complete and unquestioning belief 
in an established power. It is hardly con- 
ceivable that the accounting profession 
will ever reach a position where certain 
groups or individuals will be empowered 
with authority which will permit them to 
decide definitively and exclusively all 
matters of principle and procedure. While 
rejecting authoritarianism as a goal to be 
sought, one must acknowledge that there 
are groups and individuals whose opinion 
on accounting matters are to be highly re- 
garded. When the collective judgment of 
the members of the profession expressing 
the substantial agreement of its members 
with respect to principle comes into con- 
flict with the opinion of the individual, 
there is a strong but not an absolute pre- 
sumption supporting the position of the 
group. However, the members of a profes- 
sion should avoid letting others do all their 
thinking for them. As long as accountancy 
remains an art, there will always be place 
for a certain amount of individualism— 
individualism which should be encouraged 
rather than stifled. 


RESEARCH METHODS IN ACCOUNTING 


When one speaks of “research methods” 
one ordinarily refers to orderly procedures 
of studious inquiry. This inquiry usually 
involves critical and exhaustive investiga- 
tions. 

The principal methods of reasoning 
employed in accountancy may be classified 
as (1) the inductive method, and (2) the 
deductive method. In support of these two 
basic methods of inquiry, one may refer to 
specific procedures, of which the following 
are adaptable to research in accounting: 
(1) the historical, (2) the analytical, (3) 
the experimental, and (4) the statistical 
methods. 

It may be well at this juncture to dis- 
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tinguish between what may be called (1) 
pure (theoretical) research, and (2) ap. 
plied (practical) research. Pure research js 
primarily concerned with the development 
of complete, valid, and coherent definj- 
tions, explanations and descriptions. It is 
essentially philosophical, and, as such, in- 
quires into the nature of the subject being 
studied. Pure research in accountancy 
would attempt, for instance, to determine 
the content of concepts such as cost, in- 
come, revenue, etc. Applied research is 
concerned with obtaining solutions to 
practical problems. It usually places major 
emphasis upon factual data. 


APPROACHING A PROBLEM 


Much time and effort can be saved if 
the researcher develops for himself a gen- 
eral pattern of “problem solving” into 
which specific cases can be fitted. The 
following steps indicate one method of 
coming to grips with an elusive problem: 


(1) Identify the problem. This may in- 
volve the defining of terms and the 
clarification of issues. 

(2) Select a method(s) of approach best 
suited to the problem identified. 
(The various methods available are 
discussed later in this article.) 

(3) Accumulate the data required for a 
correct solution. 

(4) Evaluate the data accumulated. 
This may require verification proce- 
dures, the posing of alternate solu- 
tions, or an appraisal of work per- 
formed. 

(5) Decide upon the answer that is to 
be accepted. 


METHODS OF REASONING EMPLOYED 
IN RESEARCH PROCEDURES 


. The Inductive Method.—The inductive 
method of reasoning involves the study of 
an adequate number of individual cases 
and the drawing from this study of a gen- 
eral conclusion. Induction makes infer- 
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ences about a whole class from observa- 
tions of a few of its members. Induction is 
valid when its conclusions are drawn from 
complete as well as from incomplete but 
representative data which have been 
thoroughly and exhaustively investigated. 
The case study approach frequently used 
jn accountancy is essentially inductive in 
form. 

Several simplified illustrations of the 
inductive method of reasoning may help to 
darify the matter. The accountant may 
reason inductively that: Heat, light, and 
power costs vary in proportion to produc- 
tion (this fact was determined as a result 
of observations). Costs which vary in pro- 
portion to production are variable costs. 
Therefore, heat, light and power costs are 
variable costs. Another example of induc- 
tive reasoning would be the following: Our 
competitors, A, B, and C, have adopted a 
cost-plus method of pricing their products 
(this fact was determined as a result of ob- 
servations). Our products are to be priced 
according to the methods used by our com- 
petitors, A, B, and C. Therefore, we will 
price our products according to the cost- 
plus method. 

Fallacies which frequently are associated 
with this method of reasoning include (1) 
the drawing of general conclusions from 
insufficient observations, and (2) the fail- 
ure to include in the observations all the 
factors vitally associated with the general 
conclusion. These errors arise as a result 
of an unwarranted jump from particular 
cases to a general conclusion. 

The Deductive Method.—The deductive 
method of reasoning starts with a general 
statement, principle, or hypothesis, and 
then tests the accuracy of the generaliza- 
tion by means of a series of observations. 
If agreement is found between the obser- 
vations made and the original generaliza- 
tion, the generalization is confirmed. If 
hot, it may have to be modified, rejected, 
or subjected to additional studies. The 


deductive method assumes that the person 
making the generalization possesses a 
knowledge of the forces or conditions af- 
fecting the data which are to be observed. 
This method of reasoning is especially use- 
ful in applying a known truth to specific 
instances. It utilizes knowledge already ac- 
quired in facilitating the acquisition of 
additional knowledge. 

Several situations where the deductive 
method of reasoning may have applica- 
tion for accountancy may be mentioned. 
The allocation of costs is sometimes made 
by means of deduction. The accountant 
may reason as follows: Firms having the 
same hourly pay rate for all direct laborers 
can best use the labor cost basis for dis- 
tributing overhead costs (a generalization). 
Our firm has the same hourly pay rate for 
all direct laborers. Therefore, our firm can 
best use the labor cost basis for distribut- 
ing overhead costs. Again, an accountant 
would be reasoning deductively if he 
stated that optimum output for the firm is 
at 90% of capacity, and then conducted a 
study to confirm or to reject this hypoth- 
esis. An interpretation of labor and ma- 
terial variances might also utilize this 
method of reasoning. 

Many errors are possible in deducing the 
outcome of individual cases from an 
original generalization. If the generaliza- 
tion is false, or if a true generalization is 
applied to an individual situation which 
does not come under the terms of the gen- 
eralization, the drawing of an erroneous 
conclusion is almost inevitable. 


THE SEARCH FOR CAUSES 


Research other than that which is purely 
descriptive is usually concerned with the 
establishment of a cause-effect relation- 
ship. Several general methods which are 
helpful in determining causes are outlined 
here: 

(1) Method of Agreement—lIf the cir- 

cumstances leading up to a given 
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event have in all cases had one com- 
mon factor, that factor may be the 
cause. 

(2) Method of Difference-—I{ two sets of 
circumstances which differ in only 
one factor and the one set of circum- 
stances containing this factor leads 
to the event and the other does not, 
this factor may be the cause of the 
event. 

(3) Method of Concomitant V ariation.— 
If variations in the intensity of a 
factor result in a parallel variation 
in the effect, then this factor may be 
the cause. 

(4) Method of Residue—If part of a 
complex effect can be accounted for 
by referring to certain preceding 
circumstances which are known to 
be, or to have been present, and the 
results of which are already known 
from previous investigations, then 
the residue of the complex effect 
may be causally associated with the 
rest of the preceding circumstances. 


RESEARCH METHODS 


There are four methods of research 
which are particularly suited to research 
in accountancy. They are the historical, 
the analytical, the experimental, and the 
statistical methods. Some of these methods 
are especially useful in handling certain 
types of problems. At times a combination 
of methods is required in order to arrive 
at a satisfactory conclusion. All of these 
methods utilize in one way or another the 
inductive or deductive methods of reason- 
ing. 


THE HISTORICAL METHOD 


The historical method of research relies 
upon the discovery and utilization of past 
events in arriving at descriptions, explana- 
tions, and solutions to current problems. 
It involves an analysis and interpretation 
of historical facts in a search for a cause- 
effect relationship. Its evaluation of pres- 
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ent and future events is based upon ae. 
cumulated historical data. Valid concly. 
sions can often be traced to facts revealed 
by historical search. 

The accountant relies upon historical 
data when he attempts to forecast future 
events. A study of the growth charac. 
teristics of a single enterprise, of an in- 
dustry, or of the economy as a whole, 
must rely upon historical findings. Ac- 
counting records, statements, and other 
financial documents are essentially his- 
torical in nature, and they provide the 
basic source material from which much 
financial knowledge may be gleaned. The 
presentation of comparative statements in 
annual reports is a concrete illustration of 
the use of the historical method. 

Certain practical difficulties are some- 
times encountered by the individual who 
attempts to apply this method of research 
to a specific problem. The difficulties asso- 
ciated with the use of this procedure in- 
clude (1) the incompleteness of historical 
records, (2) the inadequacy of the search, 
(3) a too complete study which may result 
in losing control over the material, (4) 
changed conditions which make the data 
accumulated of little relevancy in ap- 
praising the current situation, (5) the at- 
tributing of an unjustified causal relation- 
ship in the circumstances leading up to the 
event, and (6) the failure to realize that 
history does not always repeat itself. 


THE ANALYTICAL METHOD 


The analytical method is a research pro- 
cedure which utilizes raw and at times 
complex data through a process of sep- 
arating the material into groups and divi- 
sions which permit interpretation. This 
method relies upon the separate examina- 
tion of the component parts in order to 
arrive at an understanding of significant 
relationships. 

The accounting uses of this method of 
analysis are almost unlimited. The ac- 
counting cycle is primarily an analytical 
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procedure. The journal entry itself is the 
result of an analysis of the transaction re- 
corded. Working paper technique repre- 
sents the utilization of the analytical 
method in a most practical form. The 
horizontal and vertical analysis of financial 
statements employs this method. The 
multitude of ratios used in pointing out the 
significance and meaning of the data pre- 
sented in financial statements are analyti- 
cal in nature. Statements accounting for 
variation in net income and gross profit as 
well as statements of application of funds 
can be prepared only with the assistance of 
the analytical method. 

The greatest danger associated with the 
analytical method of research is that the 
user may lose sight of the whole by con- 
centrating too closely on the parts. It is 
also conceivable that the original division 
of the whole into its constituent parts 
may have been made in such a manner as 
to give a distorted view. 


THE EXPERIMENTAL METHOD 


The experimental method of research 
requires the working out on a small scale 
of a trial solution to the problem. Experi- 
mentation involves a series of attempts to 
establish, to confirm, or to disprove a hy- 
pothesis. It is also useful in demonstrating 
some known truth. Experimentation relies 
upon the making of a series of systemati- 
cally arranged observations under con- 
trolled conditions subject to repetition 
and verification. 

The accounting applications of the ex- 
perimental method of research are many. 
This method is especially useful in situa- 
tions which permit “model building.” 
System construction can often be carefully 
developed through the use of this method. 
The programming of accounting data 
through electronic equipment can be ac- 
complished in many instances by experi- 
mentation. The determination of the most 
suitable method of taking a physical in- 
ventory may be subjected to experimenta- 
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tion. Break-even analysis, profit planning, 
budgetary procedure, setting of standards 
for labor and material, systems of internal 
control, these and many more accounting 
techniques indicate the type of problems 
which can utilize the experimental method 
of research. 

One of the difficulties encountered in 
using the experimental method is that it 
often ignores the human element in the 
problem. In complicated situations, the 
experimental method may not give proper 
weight to factors as they exist under actual 
conditions. The transference of a plan 
from the drawing board to a practical 
situation may create unexpected complica- 
tions with other aspects of operation 
which were not foreseen in the experiment. 


THE STATISTICAL METHOD 


The statistical method is usually de- 
fined as the collection, presentation, anal- 
ysis, and interpretation of numerical data. 
This method is often the only objective 
means available for dealing effectively 
with quantitatively large masses of nu- 
merical data. The specialized techniques of 
this procedure include sampling, classi- 
fication, graphic presentation, averages, 
measures of dispersion, index numbers, 
trends, seasonal indices, correlation co- 
efficients, etc. 

The statistical method has many im- 
portant accounting applications. It is 
capable of handling studies dealing with 
the determination of the effects of price 
level changes. Statistical tools are also 
employed in auditing with respect to the 
confirmation of receivables, the sampling 
of inventories, and the like. The indus- 
trial accountant is undoubtedly familiar 
with averaging techniques used in inven- 
tory pricing, with statistical estimations 
of sales trends, and with the graphic pres- 
entation of financial information. 

Certain fallacies which should be avoided 
by those using the statistical method in- 
clude (1) bias on the part of the inves- 
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tigator, (2) omission of important factors 
in the calculations, (3) insufficient and/or 
unrepresentative data, and (4) attributing 
a causal relationship to what are merely 
preceding or accompanying circumstances. 


REPORTING 


A research project should not be con- 
sidered complete until the final results are 
reported, and, in many cases, published. 
Most accounting research projects un- 
doubtedly are undertaken to provide in- 
formation required for the internal man- 
agement of the enterprise. However, there 
is much research of an accounting nature 
which is not confidential and which should 
be made available to the profession. The 
dissemination of such information can be 
made through monographs, articles in the 
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professional journals, books, and by other 
means. It is only through basic research 
and subsequent publication that account. 
ancy will be able to maintain a strong 
position of professional competence. 


CONCLUSION 


Research methods are simply means to 
an end. One should never become so en- 
meshed in the details of method as to lose 
control over the ultimate purpose of the 
undertaking. It is important that an ac- 
countant who is constantly engaged in re- 
search should be familiar with procedural 
techniques. The selection and application 
of the correct method of approach to any 
problem depends ultimately upon the in- 
telligence, imagination, and ingenuity of 
the researcher. 
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IS THE TRUST FUND THEORY OF CAPITAL 
STOCK DEAD? 


James T. JoHNsON 
Professor, Louisiana Polytechnic Institute 


famous “trust fund theory” in 1825 

in the case of “‘Wood v. Dummer,” 
stated that the capital stock of a corpora- 
tion constitutes a trust fund for the pay- 
ment of its debts to creditors. This theory 
has had important implications for ac- 
counting. The accounting treatments ac- 
corded the payment of dividends and the 
purchase by the corporation of its own 
outstanding stock are representative ones. 
Others are the accounting for premiumsand 
discounts on the issuance of stock and the 
presentation of all types of surplus! on the 
balance sheet. 

A thorough check by this writer of ten 
leading introductory and intermediate ac- 
counting textbooks of recent publication 
reveals that not one of these texts refers to 
the “trust fund theory of capital stock’’ by 
name. This is substantially different from 
the situation fifteen or twenty years ago, 
as a good portion of the accounting texts 
at that time gave some expression to the 
trust fund theory. The implication of this 
comparison may be that the theory is dead 
or it may be that authors of current ac- 
counting texts simply prefer to leave the 
explanation of the theory to textbooks of 
related areas which the college student 
should be studying at the same time. 

The purpose of the trust fund theory of 
capital stock was to cause the assets orig- 
inally paid in by the stockholders to re- 
main in the corporation as a buffer for the 
protection of the creditors’ interests. Ac- 
tually, capital stock itself cannot be a 
trust or a fund held in trust. Neither can 
the assets represented by the capital stock 
account constitute a trust. The corpora- 


Cis Justice Story, in giving his 


tion is not a formal trustee of the contribu- 
tions made by shareholders, and the credi- 
tors are not beneficiaries. It was never 
intended that the assets contributed by 
the stockholders should remain in the 
corporation in their original physical char- 
acter. 

Since the assets received for shares is- 
sued were expected to change form, the 
capital stock account was used to convey 
the amount of the “fund” which should be 
maintained in the corporation at all times 
as a protection for the interests of the 
creditors. The capital stock account came 
to be referred to as the “legal” capital, or 
stated capital, of the corporation. In the 
case of par value stock, the par value of 
the issued stock was considered the legal 
capital. Any creditor, or prospective credi- 
tor, could easily determine the amount of 
legal capital maintained for his protection 
by reference to the capital stock account 
on the balance sheet. 

Assets which were represented in the 
stockholders’ equity section of the balance 
sheet by earned surplus and paid-in sur- 
plus were available for distribution to 
stockholders under the trust fund theory. 
Such “surplus” amounts were not required 
for the maintenance of the ‘trust fund.” 


Influences Weakening the Theory 


Certain practices and developments 
tended to weaken the trust fund theory, at 
least from the standpoint of the use of the 
name of the theory. The principle of the 


and surely more quickly, in paper by using 
term “surplus” wherever applicable than by using the 
terms in current accounting literature. 
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theory may or may not have been weak- 
ened by these developments. These prac- 
tices and developments are: (1) the neces- 
sity of departing from a literal interpreta- 
tion of the theory; (2) the growth of no-par 
stock; (3) an increase in treasury stock 
transactions; (4) the existence of many 
“wasting asset’’ corporations and (5) the 
practice in some states of permitting cor- 
porations to reduce their capital stock ac- 
counts. 

The necessity of departing from a literal 
interpretation of the theory was confusing 
to many persons. This caused a lessening 
of the use of the name of the theory in 
writings. 

The popularity of issuance of no-par 
stock caused real difficulty in the applica- 
tion of the trust fund theory. The question 
became: What is the amount of the trust 
fund, the legal capital? The amount for 
which the no-par stock was sold was gen- 
erally interpreted to represent the legal 
capital. When the charter or the board of 
directors set a ‘‘stated value” on the no-par 
stock, such stated value was assumed to be 
the legal capital, or the amount of the 
trust fund. Ridiculously low stated value 
amounts, however, might be interpreted 
erroneously as the legal capital. At least, 
court decisions on this point were slow in 
appearing and the resulting uncertainty 
left the trust fund theory somewhat 
weakened. 

The increased purchasing and selling of 
a corporation’s own stock also caused 
difficulties in the application of the trust 
fund theory. Did the purchase of some of 
its own outstanding stock by a corporation 
reduce the amount of the trust fund—the 
legal capital of the corporation? Although 
the assets of the corporation were paid out 
by a transaction of this type, the mathe- 
matical amount of the fund, or legal cap- 
ital, was not reduced. According to the 
theory, a careful restriction or reduction 
of surplus should be made by the amount 


paid for the treasury stock. When the 
treasury stock was sold again, the surplus 
restriction could be lifted if the sale 
brought in assets at least equal to the cost 
of the treasury stock. These considerations 
caused the accounting for treasury stock 
transactions to be more complicated. 

The wasting asset corporation was gen- 
erally interpreted to be an exception to the 
principle of the trust fund theory. The 
very purpose of such corporations denied 
that they were formed for continuity. It 
was reasoned that creditors of this type of 
organization should be familiar with the 
characteristics of the business and not ex- 
pect the capital to be maintained. The 
mere existence of this type of corporation 
as an exception to the theory, however, 
undoubtedly had its effect in weakening 
the theory. 

Some states permitted corporations to 
reduce their capital stock accounts and 
then distribute assets represented thereby 
to stockholders, thus reducing not only the 
amount of the fund but the idea that it was 
held in trust for the creditors. Usually it 
was required that a reduction in the capital 
stock account (legal capital) be accom- 
panied by certain formalities, but creditors 
generally were not given a vote in this 
procedure. 


Is the Theory Actually Dead? 


Although the trust fund theory may not 
be used much currently, at least by name, 
it seems that the principle of the theory is 
very much in evidence. State laws differ 
in regard to the payment of dividends, but 
generally it can be concluded that surplus 
must exist prior to dividend declaration. 
Although a few states do not permit cash 
dividends to be declared from paid-in sur- 
plus, it is believed that a majority of the 
states do permit dividends from this source. 
Such action is certainly within the prin- 
ciple of the trust fund theory. 
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Surplus arising from the sale of non-in- 
ventory assets is generally available for 
dividend declaration. Thus prevailing 
practice is in agreement with the trust fund 
theory in making profits from the sale of 
non-inventory assets available for divi- 
dend payments just the same as profits 
from the sale of inventory. 

Perhaps one of the principal points in 
substantiation of the trust fund theory is 
the fact that many states require that 
there must exist a surplus in order for a 
corporation to pay out assets in the pur- 
chase of treasury stock. Furthermore, 
these states require that the cost of the 
treasury stock must not exceed the amount 
of the surplus. The states which fall into 
this category are perpetuating the princi- 
ple of the trust fund theory whether or not 
the theory is mentioned by name. 

It is interesting to note that the authors 
of current accounting textbooks are doing 
a creditable job of presenting the account- 
ing for treasury stock in regard to the re- 
duction or restriction of earned surplus 
when treasury stock is purchased. Of ten 
recently published introductory and in- 
termediate accounting texts observed by 
this writer, eight present a method of ac- 
counting for treasury stock by recording it 
at cost and deducting it from the total 
stockholders’ equity and also showing re- 
tained earnings restricted on the balance 
sheet. These eight authors are following 
the principle of the trust fund theory (ac- 
tually recognized in the states which re- 
quire the existence of surplus prior to the 
purchase of treasury stock) by (1) showing 
retained earnings restricted or earmarked, 
and (2) presenting the capital stock to 
show that legal capital is not reduced by 
the purchase of treasury stock. Another 
author suggests that treasury stock be de- 
ducted from the stockholders’ equity, but 
with no restriction of retained earnings. 
The other (tenth) author presents only the 


method of deducting treasury stock from 
capital stock, although his text discusses 
and recommends that an appropriation of 
the proper portion of retained earnings be 
made when the state law requires it. 

It is also interesting to note that three of 
the authors give only the method of plac- 
ing treasury stock on the books at cost and 
deducting it on the balance sheet from to- 
tal stockholders’ equity. Six texts present, 
in addition, the method of deducting 
treasury stock from capital stock. 

Remnants of the theory are significant 
and surely worth preserving. The theory 
compensates for the absence of unlimited 
liability on the part of the owners, and 
thereby gives protection to the creditors. 
Such protection is fundamental to the 
corporate type of organization. The idea 
that the corporation should have a definite 
stated, or legal, amount of capital is good. 
This amount, in turn, should be revealed to 
the reader of the statements in order that 
both types of equity holders may be prop- 
erly informed. 

It should be remembered that the wast- 
ing asset corporation is a special type of 
activity, and the trust fund theory is not 
expected to apply to it; hence the theory 
works no hardship on such companies. 

Reduction of legal capital without con- 
sideration of the creditors, as permitted in 
a few states, is in violation of the theory 
and seems to ignore the distinction be- 
tween shareholders and creditors which is 
one of the characteristics of the corpora- 
tion. It is believed, however, that the 
principal features of the trust fund theory 
are still recognized, although perhaps not 
tied in directly with the theory. The care- 
ful attention to dividend payments, the 
handling of treasury stock transactions, 
and the separate treatments accorded pre- 
mium and discount accounts arising from 
the issuance of capital stock all substan- 
tiate this conclusion. 
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ABSTRACTS OF DISSERTATIONS IN ACCOUNTING 


Collected by 
James S. SCHINDLER 
Chairman, Commitiee on Research Review 


accounting are published periodi- 

cally in THE ACCOUNTING REVIEW 
for the information of its readers. The last 
prior publication of these abstracts ap- 
peared in the April, 1958 issue. Each ab- 
stract briefly summarizes the nature of the 
problem explored and usually presents 
findings or conclusions. It is suggested that 
interested persons write directly to the au- 
thor for more specific information or fur- 
ther expression of ideas respecting the sub- 
ject. A copy of the complete dissertation 
may often be procured for study through 
interlibrary loan. 


CONCEPTS OF DEPRECIATION 
AND THEIR IMPLICATION 
IN ACCOUNTING THEORY 

AND PRACTICE 


Phayom Bhavilai 
University of Illinois, 1957 


The purpose of this thesis is to develop 
an appropriate accounting concept of fixed 
asset depreciation in compliance with the 
basic accounting postulates underlying 
present accounting practice. Investigation 
has been made into various conceptions of 
fixed asset depreciation which have been 
referred to or implied in the fields of ac- 
counting, economics, law, and engineering. 
Theoretical analysis and comparison of 
these conceptions are necessary for devel- 
opment of the depreciation concept which 
is considered most appropriate for account- 
ing purposes. 

This study involves, in the first place, a 
thorough analysis of the “cost” and 
“value” concepts of depreciation. Evalua- 
tion is extended to the “deferred main- 


of doctoral dissertations in 


tenance” concept under which deprecia- 
tion of fixed assets is measured by the 
difference between the present value of 
fixed property and its replacement cost 
new. The problem of maintaining capital, 
which is sometimes understood as one of 
the primary objectives of depreciation ac- 
counting, is also given thorough considera- 
tion. Possible accounting treatments for 
normal and extraordinary obsolescence 
are evaluated from the theoretical stand- 
point after considering justifications for 
the exclusion of “loss’’ elements from the 
amount designated as depreciation. The 
effect of general price level changes is con- 
sidered insofar as it influences managerial 
judgment in selecting the depreciation 
base. In addition, a careful evaluation of 
the various methods of apportionment is 
included to facilitate the selection of an 
appropriate method of apportioning fixed 
asset cost in view of the concept thus de- 
veloped. As a result of this study, the ac- 
counting concept of fixed asset deprecia- 
tion may be summarized as follows: 


1. Depreciation is a cost of operations meas- 
ured in terms of acquisition cost. 

2. Current value does not afford an appropri- 
ate basis for measuring depreciation. 

3. Depreciation is not measured by compar- 
ing the present value of property with its 
replacement cost new as featured by the 
“deferred maintenance’”’ concept. 

4. It is not the primary function of deprecia- 
tion to provide for the maintenance of 
capital either in terms of money invested, 
purchasing power of money invested, 
physical property, or the operating effi- 
ciency of property. 

5. Deduction of depreciation as a cost of op- 
erations on the basis of historical cost auto- 
matically provides for capital maintenance 
in terms of the money invested in property 
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(assuming that revenues are sufficient to 
cover all costs, expenses, and losses, in- 
cluding depreciation). 

6. Depreciation includes only the cost of 
those services that are utilized in opera- 
tions. 

7. Those ineffective efforts or losses resulting 
from the abandonment of usable services 
are excluded from the amount designated 
as depreciation. 

8. Normal obsolescence is to be provided for 
as a regularly recurring loss separately 
from the depreciation allowance. 

9, Extraordinary obsolescence is to be recog- 
nized as a loss chargeable against net op- 
erating income of the period in which it 
occurs. 

10. It is not the function of depreciation to 
provide for the replacement of fixed assets. 

11. Adherence to historical cost is always de- 
sirable, even under conditions of changing 
price levels. 

12. Depreciation is not properly determined 
on the basis of “‘original cost” (as used in 
public utility regulation), reproduction 
cost, replacement cost, or fair market 
value, or fair value of the property. 

13. Depreciation of fixed property does not 
fluctuate in proportion with the revenue 
earned by the enterprise and cannot be 
properly determined by revenue. 

14. Price level movements do not justify a de- 
parture from historical cost as the basis 
for determining depreciation. 

15. The cost of depreciable property is to be 
apportioned among various periods bene- 
fited on a basis of use as well as on the 
basis of time. 

COST ACCOUNTING AND 
BUDGETING PROBLEMS 
IN AIRCRAFT 
MANUFACTURING 


Richard O. Bennett, Jr. 
University of Texas, 1957 


This study was made to evaluate (1) 
assembly costing in the aircraft industry; 
(2) the methods of budgeting and budget- 
ary control; and (3) the system of mana- 
gerial reports, through first-hand observa- 
tion and experience. 

The" aircraft industry has accounted for 
costs incurred on a contract by lot only 


and on a “non-pyramided”’ basis. The re- 
sulting time lag gave inadequate cost 
information and control. The company in 
this case study has attempted to solve this 
problem by costing parts by job-lot-run 
average and identifying these costs to an 
item number (integral part of the air- 
plane). IBM tabulating equipment makes 
possible the determination of assembly 
costs. 

A new division manager installed a sys- 
tem of budgets and cost controls shortly 
after the outbreak of the Korean War. The 
system of budgets depends on two key 
instruments: (1) the project budget and 
(2) the overhead budget. The project budg- 
et is prepared from the bid estimate upon 
which the contract is negotiated and is a 
detailed account of the expected cost to 
manufacture a certain number of airplanes. 
The overhead budget is prepared some 
months prior to the beginning of the fiscal 
year and is a detailed estimate of indirect 
costs for the year ahead. 

The Budget Department is a service 
organization set up to supply all concerned 
the data necessary for adequate cost con- 
trol. The line personnel are entirely re- 
sponsible for controlling costs. To do this 
they must have accurate and timely con- 
trol reports, which are issued on a continu- 
ing basis—weekly, monthly, and cumula- 
tively. There are three classes of such re- 
ports: (1) on labor performance; (2) on 
personnel; and (3) on costs. These reports 
are prepared by responsibility and are 
summarized to the division level before 
presentation to top management. 

In the aircraft industry, where condi- 
tions change drastically and frequently, 
long-range forecasting is very difficult. But 
this company through constant attention 
and ‘frequent revisions to its long-range 
plans has been able to meet with a fair de- 
gree of success in forecasting cash require- 
ments, sales, and profits for several years 
in advance. 
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This company produces military air- 
planes for the Air Force. Manufacture 
proceeds by way of the production as- 
sembly line, while costing, budgeting, 
reporting, and forecasting proceed by way 
of a parallel paper-work assembly line. 


MONETARY POLICY AND SALES 
FINANCE AND SMALL LOAN 
COMPANIES’ FUNDS, 
1949-1954 


Ray Edward Dawson 
Northwestern University, 1957 


One point of disagreement between 
advocates and non-advocates of general 
credit controls restricting the volume of 
consumer instalment credit is whether 
tightening credit structure affects the 
operations of consumer instalment credit 
institutions. This study attempts to de- 
termine how a restrictive monetary policy 
affected the amounts, source, and cost of 
funds of sales finance and small loan com- 
panies. It is limited to the period between 
December 31, 1948 and June 30, 1954, 
which includes a period before and after 
the restrictive monetary situation from 
March 1951 to June 1953. 

Questionnaires were sent to one hundred 
companies (fifty-one replied) to determine 
quantitatively and qualitatively what 
effect monetary policy had on their funds. 
This study is a compilation and analysis of 
their answers. Quantitative portions of the 
study deal with the amount, source, and 
cost of funds. Qualitative portions repre- 
sent the expression of opinions by financial 
officers about their companies’ actual and 
anticipated experiences in the money mar- 
ket during the 1951-1953 period and how 
these altered their financial operations. 
Companies were segregated into sales fi- 
nance and small loan groups, then further 
broken down into size groups. As analysis 
of each division was made, qualitative and 
quantitative data were integrated to de- 


termine if variations were reactions to 
changing monetary policy. 

Major findings were that the amount, 
source, and cost of funds to these companies 
were influenced to some degree by mone- 
tary policy. Of the three phases, amount of 
funds was least affected, source of funds 
more, and cost of funds most significantly, 
There was no discernible limitation in the 
total amount of funds used by these com- 
panies as an entity, but some companies 
were unable to get all the funds they 
wanted at rates they were willing to pay. 
This limitation was more than offset by 
the fact that larger companies could obtain 
additional funds at all times. The only 
possible limitation was of an indirect na- 
ture, caused by changes in terms of credit 
to the consumer which were made under 
the influence of monetary policy. 

Monetary policy caused significant 
changes in the source of funds of medium 
and large sized companies. There was a 
relative shift from short-term to long- 
term debt, the larger the firms the greater 
the shift. Except for the three largest sales 
finance companies this was largely the 
result of factors influenced by monetary 
policy, namely, instability of interest cost 
and uncertainty about future availability 
of short-term funds. These caused interest 
rate differentials between short-term and 
long-term funds to disappear in the eyes of 
these companies. The degree to which 
companies shifted sources depended on the 
alternate sources available. 

Cost of short-term funds increased about 
one per cent and long-term funds about 
three-quarters of one per cent from De- 
cember 31, 1950 to June 30, 1953. In about 
half the sales finance companies increased 
costs were transferred, at least partially, 
to the consumer. Other companies either 
absorbed or found another way of offset- 
ting it. In a few cases increased cost made 
it unprofitable to borrow additional funds 
from higher cost sources but if subordi- 
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nated funds were combined with other 
sources it still resulted in a profitable bor- 
rowing package. Interest rates for marginal 
companies approached the rate of earn- 
ings on assets. 

The usual supply and demand relation- 
ships in the money market seemed to make 
funds unavailable to some companies dur- 
ing this stringent period. They also seemed 
to make borrowed funds unprofitable for 
some companies unable to pass on the in- 
creased cost to the consumer. The main 
result of this particular period of restric- 
tive policy seemed to be in the area of ad- 
justments companies made to unequal 
effects this policy had on different seg- 
ments of the money market. 


AN EVALUATION OF THE 
ACCOUNTING PROVISIONS 
CONTAINED IN THE OHIO 
GENERAL CORPORATION 
LAW 


Joseph E. Hampton 
The Ohio State University, 1957 


In addition to providing the authority 
for individuals to use the corporate device 
for the conduct of business, corporation 
statutes contain regulatory requirements 
designed to protect the rights and interests 
of investors. Regulation is necessary be- 
cause the corporation is legally an entity 
apart from the creditors and owners who 
provide the capital with which it operates. 
Requirements relating to accountability 
and disclosure are a means of safeguarding 
rights of investors. 

The evaluation of the propriety of any 
legal requirement must be in terms of the 
public interest. Since the corporate form 
of‘organization is predicated upon an as- 
sumption of continuity, a permanent di- 
vision between invested capital and earn- 
ings is necessary. It is in the public interest 
that the statutes recognize this distinction 
in the requirements relating to legal 


(stated) capital, surplus, dividends, and 
share acquisitions. In addition, these re- 
quirements must insure an accurate ac- 
countability and disclosure of those trans- 
actions which affect the corporate equities. 

The present Ohio General Corporation 
Law is not entirely satisfactory since it is 
contrary to the public interest in the fol- 
lowing instances: (1) It permits the alloca- 
tion of owner contributions of capital to a 
capital surplus account which may then be 
used as a basis for dividend distributions. 
(2) It permits an improper use of capital 
surplus in the elimination of a deficit in 
earned surplus. (3) It permits the pay- 
ment of dividends while there is a deficit in 
earned surplus. (4) It does not provide 
adequate limitations upon the reduction 
of stated capital through the acquisition 
of treasury shares. (5) It does not provide 
adequate restrictions upon the carry-over 
of surplus in mergers and consolidations. 
(6) It does not require an adequate dis- 
closure of essential information in annual 
reports. (7) The meaning of terms used in 
the Code is not always clear. (8) The in- 
tent of the Code is not always readily ap- 
parent. 

The following proposals are set forth as 
the most desirable requirements to be 
embodied in the corporate code. (1) Stated 
capital should represent the amount of 
assets contributed by owners for shares and 
by others making gifts or donations of 
property. The stated capital of each share 
outstanding of a particular class should be 
the average amount paid in for shares of 
that class. Corporate stated capital should 
be increased upon issue of shares and trans- 
fers from surplus, and it should be reduced 
upon the reacquisition of shares and in 
instances where formal approval is ob- 
tained from owners. (2) Surplus should 
represent the amount of assets derived 
from earnings and retained in the enter- 
prise. The elimination of a deficit in earned 
surplus should be accomplished only upon 
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approval of owners to reduce stated capital 
by an amount equal to the deficit. (3) A 
dividend should represent a distribution 
of assets in an amount no greater than 
earned surplus. Transfers from surplus for 
share dividends should be equal to the 
stated capital of the shares issued unless 
regulatory agencies require a different 
amount. (4) Share reacquisitions should 
represent capital adjustments. Stated cap- 
ital should be reduced by the stated cap- 
ital of the reacquired shares. (5) In mergers 
and consolidations the pooling of interest 
concept should be recognized. When fair 
values are assigned to the assets, a carry- 
over of surplus should be prohibited. (6) 
The financial position and operating results 
should be disclosed through a balance 
sheet and an income and surplus state- 
ment. Disclosure should be made of the 
amount of stated capital, share distinc- 
tions, and surplus restrictions. 


EFFECTS OF ACCELERATED 
DEPRECIATION ON BUSI- 
NESS DECISIONS 


Dale Severy Harwood, Jr. 
University of Washington, 1957 


In the years immediately following 
World War II, considerable pressure was 
brought to bear for a change in an anti- 
quated tax depreciation policy. A degree of 
liberalization was finally provided by the 
Internal Revenue Code of 1954. This al- 
lowed for the first time the general tax use 
of the declining-balance, sum-of-the-years’- 
digits, and similar methods in the deter- 
mination of taxable income. Briefly, such 
“accelerated depreciation” permitted the 
tax-free recovery of two-thirds an asset’s 
cost in one-half its life. 

Those who framed the 1954 code char 
acterized it as a comprehensive revision 
undertaken “to remove inequities, end 
taxpayer harassment, and lower tax bar- 
riers to economicYgrowth.” Within this 
framework, accelerated depreciation was 


designed “‘to assist modernization and to 
promote industrial expansion which in 
turn would foster increased production 
and a higher standard of living.” 

While the skeptic might view this as a 
rationalization of a tax favor to the busi- 
ness sector, it was clear that many con- 
sidered the new depreciation methods a 
promising means of stimulating invest- 
ment. This proposition was examined at 
some length in the dissertation. In brief, it 
was concluded that while the stimulus of 
prospective tax savings does exist, it is so 
small as to be dwarfed into insignificance 
by other parameters typical of business 
investment planning. 

Next considered was the tax-wisdom of 
switching to the more rapid methods in the 
light of the frequently expressed opinions 
that they provide but a potentially painful 
deferral of taxes, not a reduction. It was 
concluded that this is a misconception 
naturally arising when one focuses his at- 
tention on a single asset rather than upon 
a firm’s total depreciable base. As one of 
the ways of examining this issue, the retro- 
spective effects of straight-line and acceler- 
ated depreciation were calculated year by 
year for the period 1929-1948. Here the 
conclusion was that the average firm can 
look upon accelerated depreciation as 
offering a permanent reduction of taxes 
even if future business conditions are no 
more favorable to investment than those of 
1929-1948. 

Also examined was the available evi- 
dence of the extent to which the new 
methods have been adopted for tax pur- 
poses. Briefly, it appeared that approxi- 
mately 50 per cent of the business tax- 
payers had switched to an accelerated 
method as of June, 1955. Very few of these 
firms chose to record an associated de- 
ferral of taxes. 

It also appeared that approximately 
half of these taxpayers, or roughly 26 per 
cent of all businesses, had likewise adopted 
accelerated depreciation for general ac- 
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counting purposes. This adoption, predict- 
ably, has been sanctioned by the A.I.C.P.A. 

In these firms, accelerated depreciation 
will have an effect on a multitude of deci- 
sions influenced by book values, working 
capital, costs, profits, and the balance 
sheet in general. It appears, however, that 
the accounting use of the new methods will 
conform to tax restrictions on “eligibility,” 
limiting application to new assets acquired 
subsequent to 1953. The significance of 
booking the larger amounts will thus in- 
crease gradually, perhaps imperceptibly, 
with the growth in the eligible base. 

Accountants concerned with the profes- 
sion’s tendency to follow rather than lead 
in the development of depreciation prac- 
tices may find the general use of the new 
methods a bit disturbing. Those concerned 
with the combined effects of Lifo and ac- 
celerated depreciation on balance sheet 
values may press for a re-examination of 
the purpose of the balance sheet. 


THE GUARANTEED ANNUAL 
WAGE AND ACCOUNTING 
FOR DECISION MAKING 


Robert K. Jaedicke 
University of Minnesota, 1957 


In recent years, much attention in the 
United States has been centered on plans 
to cope with unstable incomes through the 
device of “‘guaranteed wages.” This phrase 
has been applied to so many different types 
of specific plans that it is difficult to estab- 
lish a simple definition. On the one hand, 
the state governments have instituted 
plans of unemployment compensation 
which might be referred to as a type of 
guaranteed wage. On the other hand, the 
guarantee of eight hours of pay if the em- 
ployee is called in for a shift, regardless of 
the actual number of hours worked under 
eight hours, has also been referred to as a 
guaranteed wage. 

This thesis is limited to a discussion of 
the guaranteed annual wage and approxi- 


mations to it included among the supple- 
mental unemployment benefit plans. This 
version emphasizes a specific time period 
and thus excludes shift guarantees or 
“minimum run” guarantees which might 
exist in railroad operations. Furthermore, 
the types of annual plans discussed are 
those which have been established by 
various businesses. The discussion includes 
the conventional type plans (such as exist 
in the Procter & Gamble Company) as well 
as the new supplemental unemployment 
benefit plans (such as those established in 
the automobile industry). Given this 
limitation, the guarantee of wages by the 
government through unemployment bene- 
fits is excluded from the discussion as are 
other peripheral types of plans. 

The term “guaranteed annual wage,’ as 
it is used here, involves two main ideas. 
First, it is a method of payment; the em- 
phasis generally laid on the hourly rate is 
shifted to the annual rate of pay. Secondly, 
it implies the idea of a minimum wage 
which is guaranteed to the employee by the 
firm. This idea of a minimum guarantee 
introduces a ridigity or fixity into the 
labor cost. Even though the guarantee is 
not always absolute, it still requires the 
firm to plan future operations more care- 
fully than when labor can be employed in 
very small time units. 

With this change in the nature of the 
labor cost—that is, the terms under which 
labor can be employed—management must 
make certain changes in the decision-mak- 
ing process. The accountant can make an 
important contribution in helping to facili- 
tate this change through proper reporting 
of the costs involved with the guaranteed 
annual wage. However, in order to be able 
to report properly the resulting costs, it is 
necessary that the accounting and eco- 
nomic implications of the various guaran- 
teed annual wage plans he thoroughly in- 
vestigated and properly understood. Such 
an investigation is the purpose of this 


_ thesis. 
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The organization of the thesis can be 
divided into three main parts. The first 
part includes a detailed discussion of the 
various guaranteed annual wage plans 
which are examined throughout the thesis. 
This part of the thesis also includes a gen- 
eral analysis of the costs resulting from the 
various plans. 

The second part of the thesis is devoted 
to a discussion of the implications of the 
various plans on financial reporting, in- 
ventory costing, and income determina- 
tion. The emphasis here is on the role of the 
cost accountant in furnishing reports and 
information regarding inventory costs 
which are to be used in determining peri- 
odic income. Also included here is a dis- 
cussion of any balance sheet or other re- 
porting problems created by the various 
guaranteed annual wage plans. 

The third and most important part of 
the thesis is concerned with the implica- 
tions of the guaranteed annual wage plans 
on the decision-making process. The ques- 
tion here is: how should the guaranteed 
annual wage costs be accounted for if the 
resulting information is to be used in prob- 
lems of alternative choice rather than in 
reporting income? The problems of alterna- 
tive choice which are considered are 
grouped into three main categories. The 
categories are: (1) capital budgeting deci- 
sions, (2) output decisions, and (3) price 
policy decisions. The first category includes 
a discussion of equipment replacement and 
expansion decisions; the second, a discus- 
sion of factor and product combinations as 
well as the problem of choosing the best 
level of output; and the third, a discussion 
of the price policy problems which are 
created by the change in the nature of the 
labor cost caused by the various guaran- 
teed annual wage plans. 

+ The various types of guaranteed annual 
wage plans affect the labor cost differently. 
The non-funded type plan, such as exists in 
the Procter & Gamble Company, tends to 


make labor a fixed cost over most of the 
labor year. This is due to the type of guar- 
antee whereby the employee is guaranteed 
up to 1,920 hours of work or pay for the 
labor year. Under such a guarantee, the 
firm is incapable of employing labor in very 
small time units, which may have been 
possible in the absence of such a guarantee, 

Since the non-funded type guarantee 
tends to fix the amount of labor cost for at 
least a year, it is necessary for managers to 
consider labor as a fixed cost for decisions 
made during the year or contract period. 
In the case of replacement decisions, it was 
found that this type of plan tends to cause 
the firm to postpone equipment replace- 
ment until a cost-free adjustment in the 
labor force can be made. On the other 
hand, this type of guarantee plan does not 
generally affect output or price policy deci- 
sions unless the planning period and guar- 
antee contract period do not coincide, or 
unless changes have been made during the 
planning or contract period. 

The change in the nature of the labor 
cost which results from a supplemental un- 
employment benefit or funded type plan is 
somewhat different. In these plans, the 
firm discharges its guarantee liability by 
making contributions to a fund. In these 
cases, labor is not necessarily a fixed cost 
but the plan does create an additional 
cost of employing workers. Furthermore, 
this cost may be incurred several periods 
after the services have been rendered by 
the employees or several periods after the 
decision has been made with respect to 
labor. Consequently, the amount of the 
labor cost as well as the timing of the in- 
currence of the cost has been changed by 
the funded type guaranteed annual wage 
plan. 

The funded type plan, as compared with 
the non-funded type or conventional plan, 
creates quite a different set of problems for 
the decision maker. For replacement deci- 
sions, the increased fund contributions re- 
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sulting from changes in the size of the 
labor force must be viewed much the same 
as an increased capital investment. Thus, 
the funded type plan tends to discourage 
replacement permanently whereas the non- 
funded type plan tends to postpone re- 
placement. 

Also, in the case of output and price 
policy decisions, the funded type plan 
creates a different set of problems in com- 
parison with the non-funded type plan. 
First, since the funded type plan increases 
the amount of the labor cost, the firm will 
generally make adjustments in the level of 
output as well as in factor combinations. 
Secondly, in the case of price policy deci- 
sions, the funded type plan generally 
causes cost to change from period to pe- 
riod; and this change creates the need for a 
constant review of the pricing decision. 

Further generalization regarding the 
effects of the various guaranteed annual 
wage plans is dangerous. In the last analy- 
sis, it is necessary to classify the various 
plans into more than two general groups 
in order to analyze the individual differ- 
ences. This is done in the thesis, although 
only a limited number of the more impor- 
tant plans are considered. If the effects of 
these few plans are properly understood 
and properly reported, much will have 
been done to facilitate the decision-making 
process. 


PUBLIC FINANCING FOR 
SMALL CORPORATIONS 


(Underwritten First Public Issues) 


Vincent M. Jolivet 
Harvard Graduate School of Business 
Administration, 1957 


Although the difficulties encountered by 
small corporations in raising long term cap- 
ital have long been recognized and many 
suggestions made to alleviate this problem 
(one of which culminated in the Small 
Business Investment Companies), almost 


nothing has been written on one of the 
major potential sources of such capital— 
public sale of securities. This thesis is a 
comprehensive treatment of public stock 
financing for small corporations. It is based 
principally on case studies obtained in the 
field by the author, and also on mail sur- 
veys, the study of appropriate prospec- 
tuses, and published materials. 

The first part of the study considers the 
desirability and feasibility of public stock 
financing. Among the advantages found 
were the value of raising permanent funds 
without fixed charges or restrictions; the 
resulting improvements in credit rating 
and increase in borrowing power; the crea- 
tion of a market useful in “‘unfreezing” the 
investment of old stockholders and helpful 
in settling estates; the ability to allow em- 
ployees to participate in ownership; the 
facilitating of future sales of securities; the 
creation of a sounder basis for stock op- 
tions; the use of a marketable security 
helpful in the acquisition of other com- 
panies; the value of the publicity received; 
and the management development which 
takes place as a result of the undertaking. 
Disadvantages included the high cost of 
flotation and cost of capital; the assump- 
tion of new responsibilities; the time and 
effort involved; and sometimes the uncer- 
tainty of obtaining the desired funds. 

An almost complete lack of understand- 
ing of public financing and unjustified 
fears of loss of control were found among 
presidents of many corporations which 
were ripe for public financing but had 
never attempted it. Very often they were 
unaware that the possibility even existed. 
In an attempt to remedy this situation, the 
author has developed broad criteria by 
which the feasibility of public financing for 
individual companies can be appraised. 
For Regulation A issues ($300,000 or less), 
strong growth potential is much more im- 
portant than established earnings, al- 
though sales should at least be approach- 
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ing a million dollars. Companies con- 
templating Regulation C issues (over 
$300,000) typically need established earn- 
ings of $100,000 or more, as well as some 
growth potential, although the latter need 
not be as strong as for Regulation A issues. 
Other criteria concerning assets, earnings, 
sales, net worth, and use of proceeds are 
also suggested. 

The bulk of the thesis is devoted to an 
examination of the various steps of public 
financing, with recommendations concern- 
ing each one. Important differences exist 
between Regulation A and Regulation C 
issues, and the issuer should be aware of 
these. The first step, perhaps the most im- 
portant one and certainly the most diffi- 
cult, is the choice of an underwriter. Few 
investment bankers are interested in this 
type of financing, but “shopping around”’ 
is frowned upon by the banking fraternity. 
The author has developed a step-by-step 
procedure based on survey results which 
can be used to pre-select an underwriter 
before actually contacting him. Other steps 
of public financing considered and dis- 
cussed include the determination of the 
size of the issue; the type of security to be 
sold; the price; underwriting terms and 
compensation ; legal preparations and com- 
pliance with S.E.C. regulations and Blue 
Sky laws; the prospectus; timing; and long 
term preparations for public financing. 


AN ANALYSIS OF ACCOUNTING 
SKILLS AND KNOWLEDGES 
USED BY SELECTED EXPE- 

RIENCED ELECTRICAL 
ENGINEERS IN 
RHODE ISLAND 


George W. Lees 
University of Connecticut, 1957 


In consideration of the complexity of 
modern industrial organization in which 
engineers are employed, this study was 
based upon the hypothesis that profes- 
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sional electrical engineers do use the 
skills and knowledges of accounting in 
their daily professional! activities and their 
personal business affairs. The purpose of 
the study was to discover these accounting 
skill and knowledge areas in order to de- 
termine phases of accounting worthy of in- 
clusion in a collegiate elementary account- 
ing course for electrical engineers. 

First, a preliminary survey was made of 
70 accredited collegiate electrical engi- 
neering curricula, through an examination 
of college catalogs, to determine the ex- 
tent to which accounting courses are pres- 
ently included in such curricula. Then, an 
outline guide of 20 basic accounting topics 
for use in the interviews was developed 
through a perusal of several collegiate 
elementary accounting textbooks. Intro- 
ductory letters seeking interview appoint- 
ments were written to 54 electrical engi- 
neers in Rhode Island. Follow-up tele- 
phone calls secured interview appoint- 
ments with 40 of these engineers. A 
“Thank-You” letter, enclosing an Initial 
Basic Information Questionnaire, was then 
mailed to each engineer who had granted 
an interview. 

The electrical engineers interviewed 
were for the most part members of the 
American Institute of Electrical Engi- 
neers and represented four major fields of 
business enterprise: administration, mer- 
chandising, production, and development. 
The items discussed and recorded at each 
informal interview were: The engineers’ 
answers to the Initial Basic Information 
Questionnaire; the extent of the engineer’s 
professional use of the 20 basic accounting 
topics; and the degree of the engineer’s 
personal use of accounting knowledge. 

The preliminary curriculum survey re- 
vealed that courses in accounting are not, 
at present, generally included in the 70 
accredited undergraduate electrical engi- 
neering curricula examined. 

An analysis of the interviewees’ use of 


it is 


and ne 
: sponse 
the st 
follow 
3. T 
ti 
c 
2. A 
i 
( 
4. 
5. 
| | 
1. 
; 2 
th 
cc 


Dissertation Abstracts 


and need for accounting skills and knowl- 
edge was compiled from the interview re- 
sponses. The most significant findings of 
the study, which verify the hypothesis, 
follow: 


1. The 40 electrical engineers interviewed ac- 
tively used skills and knowledges of ac- 
counting in their profession. 

2. Accounting knowledge is of professional 
benefit to electrical engineers, particularly 
in writing financial reports, keeping sub- 
sidiary records, and consulting with ac- 
countants. 

3. The electrical engineers interviewed gen- 
erally felt that engineers who aspire to the 
executive level need a knowledge of ac- 
counting principles and practices. 

4. The extent of the engineers’ personal and 
socio-civic use of accounting knowledge in- 
creased their need for an understanding of 
accounting. 

5. The majority of the engineers interviewed 
had not studied accounting at any time; yet 
they expressed a belief, based on their ex- 
perience, that accounting should be in- 
cluded in the collegiate undergraduate elec- 
trical engineering curriculum. 


On the basis of the findings of this study 
it is recommended that: 


1. The faculties of undergraduate engineering 
schools consider the inclusion of, at least, a 
one-semester required three-credit survey 
course in the Elements of Accounting in the 
Electrical Engineering major. 

2. Electrical engineering societies further in- 
vestigate the need for accounting knowledge 
by electrical engineers in an effort to effect 
a nation-wide offering of accounting courses 
in electrical engineering curricula. 

3. Graduate Schools of Engineering consider 
the inclusion of an elective survey course in 
the Elements of Accounting in their course 
offerings. 

4. University Extension Divisions offer courses 
in accounting for experienced engineers and 
make certain that all engineers in their area 
become aware of these offerings. 


As a final specific recommendation of 
this study, a detailed topical outline for a 
proposed one-semester collegiate survey 
course in the Elements of Accounting for 
Engineers is presented. 
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COST ACCOUNTING AND BUDGET- 
ING FOR STATE MENTAL 
HOSPITALS 


Hubert L. Menn, Jr. 
University of Texas, 1957 


This study develops principles and pro- 
cedures of accounting and budgeting for 
state mental hospitals. Special emphasis is 
given to procedures for determining de- 
partmental and functional costs and to the 
relationship between budget administra- 
tion and control and functional cost ac- 
counting. 

The development of improved fiscal pro- 
cedures is related to great advancement 
which is being made in mental health pro- 
grams. Mental disease has been recognized 
as a very important problem, and the 
responsibility for caring for those afflicted 
will probably remain with the states. As 
mental health programs are expanded and 
increasing sums of money are expended, 
adequate fiscal procedures are becoming 
more and more important. 

Several aspects of the systems in use in 
the several states are reviewed, and the 
desirable features are included in the proce- 
dures developed. It is shown that both 
cost accounting and the program or per- 
formance budget have been adopted to 
some extent by many of the states. 

The procedures outlined are based on 
the common objectives of operating con- 
trol, increased operating efficiency, and 
their use in preparing appropriation re- 
quests for the legislature and fiuancial re- 
ports for public information. Greater uni- 
formity among the states in regard to fiscal 
procedures is also desirable. The objectives 
listed make greater uniformity practical 
and reasonable as well as desirable. 

Cost accounting and the program budget 
concept are aimed at common objec- 
tives, and each is somewhat dependent on 
the other in the accomplishment of these 
objectives. Cost accounting requires a sys- 
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tem of departmentalization on a program 
or functional basis. Program budgeting 
can be used to its greatest advantages only 
when related to reports on performance 
based on cost. 

The fact that reports on expenditures 
will continue as legislative requirements is 
recognized. There is included, therefore, a 
procedure for reconciling the reports on 
operating cost with the statement of cash 
expenditures. 

Since the determination of accurate costs 
for the several functional departments and 
sections is the basis for scientific budget 
preparation, the major portion of this 
study is devoted to the departmentaliza- 
tion of the hospital operation and the 
classification and distribution of expense. 
In regard to budgeting, the basic principles 
are explained and the general procedures 
are outlined. 

Great emphasis is directed toward plac- 
ing some responsibility for budget ad- 
ministration and budget control, together 
with responsibility for the operating pro- 
gram, on the lowest supervisory level. 
Delegation of responsibility for the cost as 
well as the program is the best way to ob- 
tain and maintain efficient operation. 

Part of the information concerning the 
problems and practices of other states was 
obtained through use of a ten-page ques- 
tionnaire. The response is indicated by the 
return of ninety-two per cent of the ques- 
tionnaires. The questions, the tabulation 
of answers, and brief summaries are in- 
cluded in the appendix. 


AN ACTIVITY CONCEPT OF THE 
BUSINESS ENTERPRISE AND 
ITS IMPLICATIONS IN 
ACCOUNTING THEORY 


Helmi Mahmoud Nammer 
University of Illinois, 1957 


Two schools of thought exist as to the 
nature of the accounting entity, each of 


which is intended to serve as an integrated 
framework for accounting theory and each 
of which has been subject to many criti- 
cisms. It is a hypothesis of this dissertation 
that both concepts are based on assump- 
tions with respect to the structure and be- 
havior of a business organization that are 
not in accord with the facts. The first ob- 
jective of this study is to examine the 
validity of the above hypothesis; the sec- 
ond is to develop a realistic concept of the 
business enterprise. 

Economic and legal aspects of internal 
structure, actual ownership, the nature of 
management, and the ultimate objective 
of a business organization lead to two 
major conclusions: 


(1) The proprietary concept of the accounting 
entity is based on assumptions with re- 
spect to ownership, management, and the 
ultimate objective of the business enter- 
prise that have been greatly influenced by 
the legal nature and classical economic 
ideas of the firm. Such assumptions are not 
valid in the light of economic facts of the 
corporate form and its activities. 

(2) The entity concept is also based on as- 
sumptions with respect to ownership, 
management, and the ultimate objective of 
the business organization that cannot be 
justified on a legal or economic basis. 


As a substitute for the traditional con- 
cepts, an activity concept of a business 
enterprise has been developed which is 
based on the idea that a business organiza- 
tion is ‘a complex system of formal and 
informal coordinated activities for the 
purpose of creation or transformation and 
distribution of utilities.” The activity con- 
cept make.- it possible to join together 
the view th:i the business enterprise is a 
productive economic entity and the view 
that it is a method of doing business for the 
participants. 

The underlying assumptions of the ac- 
tivity concept with respect to the structure 
and behavior of a business organization are 
based on economic facts rather than legal 
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considerations. Under the activity con- 
cept, the entity is regarded as the asset 
holder and long-term investors are con- 
sidered to be the true asset owners, owner- 
ship and management are two basic factors 
that are mutually influential, and survival 
and growth are the ultimate goals of the 
business enterprise. 

The activity concept has far-reaching 
implications in accounting theory. Three 
fundamental areas in accounting are 
selected for discussion. These are the 
nature of assets, the nature of capital, and 
the nature of income. After evaluating the 
traditional concepts in these areas, the 
thesis arrives at the following major con- 
clusions consistent with the essence of the 
activity concept: 

(1) A definition of assets should emphasize 
service potential and beneficial interest as 
the basic attributes of assets. 

(2) Capital is best considered to be the expres- 
sion of the long-term investment equity in 
the assets. 

(3) The balance sheet equation should be 
stated as follows: Assets—Short-term Lia- 
bilities = Net Worth+Long-term Liabil- 
ities. 

(4) Income should be defined in terms of the 
enhancement in the enterprise assets. 

(5) Two income figures should be reported in 
the income statement: operating income to 
measure the success of the enterprise as a 
productive economic entity, and owners’ 
income to measure the success of the enter- 
prise as a method of doing business for the 
owners. 


The activity concept as developed in this 
dissertation is not unique to accounting, 
but it can be of great usefulness for ac- 
counting purposes. It has superiority over 
the traditional concepts in that it is based 
on a realistic analysis of the structure and 
behavior of the business enterprise, and in- 
sofar as it makes any personification of 
accounting definitions and concepts un- 
necessary. 


THE COMMERCIAL APPLICATIONS 
OF ELECTRONIC DATA PROC- 
ESSING EQUIPMENT 


Richard Fisher Peirce 
University of Illinois, 1957 


The development of electronic data 
processing equipment has given to busi- 
ness the opportunity to eliminate an enor- 
mous amount of clerical work. The need 
for this is clearly shown by the increasing 
percentage and numbers of the working 
force employed in clerical operations. This 
thesis describes how a large percentage of 
this clerical work can be performed on data 
processing systems. 

Five types of clerical operations are per- 
formed by most businesses. These include 
payroll, inventory control, purchasing, 
sales order handling, and general and cost 
accounting. The procedures required to 
convert these clerical operations are re- 
viewed in detail. A program for the in- 
stallation of a payroll system indicates the 
steps to be followed in making the analy- 
sis, programming, coding, and conversion 
for the new system. Flow charts indicate 
the sequence in which data are handled. 

The same characteristics which enable 
data processing systems to perform clerical 
operations also permit them to prepare in- 
terpretive information for management. 
The contribution which data processing 
equipment will make in this area will be at 
least as important as the contribution in 
the clerical area. The use of this equipment 
to prepare budgets is described to illus- 
trate the interpretive operations which 
can be performed on this type of equip- 
ment. 

The ability to perform as many as 
several thousand operations each second 
permits a data processing system to do vast 
amounts of work. Reports can be prepared 
within an extremely short time after the 
source materials are available. Needed in- 
formation which is not feasibly obtained 
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under manual methods because the time 
required to prepare the data is so great 
that the information is no longer usable 
can now be obtained. 

High speed would be of little advantage 
if a sequence of operations could not be 
executed without manual intervention. In 
most clerical operations a routine decision 
must be made after the execution of a 
limited number of steps. An advantage of 
these systems is that no manual processing 
is required from the time source data are 
transcribed to magnetic tape until the 
final output is prepared. This is achieved 
because the equipment has the ability to 
make logical choices. 

Without accuracy of operation none of 
the other advantages of the system could 
be secured. But with proper design and 
maintenance a system can achieve a degree 
of accuracy far better than humans. 

Just as most of the advantages of the 
processing system can be summarized in 
one final factor—cost, so can the disad- 
vantages. However, the elements that con- 
tribute to cost can be distinguished. Equip- 
ment costs are extremely high and the 
adoption of one of these systems usually 
requires radical changes in methods. 

The primary factor now delaying the 
adoption of these new systems is the lack 
of detailed knowledge of methods for their 
use within individual companies. The 
American standard of living will be raised 
when greater knowledge of these systems 
permits their widespread adoption. 


THE IMPACT OF THE CHOICE OF 
BASE AND METHOD OF AMOR- 
TIZATION OF LONG-TERM 
COST ON FINANCIAL AND 
OTHER BUSINESS 
POLICIES 


Isaac Newton Reynolds 
University of North Carolina, 1957 


The problem of amortization of long- 
term cost, principally depreciation, has 


been animated by the recent occurrence of 
two events: (1) the sharp decline in the 
purchasing power of the dollar, and (2) the 
enactment of the 1954 Revenue Act which 
permits restricted use of declining-amount 
depreciation for the determination of tax- 
able income. These two events provided 
the stimulus for this study. 

The two aspects of cost allocation 
studied are: (1) timing of the capital re- 
coveries, a problem relating to deprecia- 
tion methods—straight-line, activity, de- 
clining-amount, or other; and (2) total 
amount of the capital recoveries, a function 
of the base—original-dollar cost, original 
cost re-expressed in terms of current dol- 
lars, or replacement cost. 

An evaluation is made of (1) factors in- 
fluencing the choice of method and base, 
(2) usefulness of income and cost informa- 
tion as determined by alternative bases 
and methods, and (3) related tax prob- 
lems. The objective is to ascertain the ap- 
propriateness of these methods and bases 
for the determination of business income 
and for the development of accounting in- 
formation for management. As a general 
rule inferences and tentative conclusions 
are drawn from abstract models rather 
than from empiricisms. 

Two major theoretical propositions are 
presented as postulates for the study of 
methods: (1) long-term cost should be al- 
located on a reasonable basis to the succes- 
sive periods which benefit from the use of 
the asset; and (2) to accomplish this ob- 
jective, an ideal method would allocate 
cost in such a way as to produce a uniform 
return on remaining net investment in all 
periods at a rate implicit in the transaction 
by which the asset was acquired. This 
method requires reasonable estimates of 
the amount of services in terms of volume 
and earnings that may be expected of the 
asset over the years, the amount and tim- 
ing of the operating costs that may be in- 
curred over the life of the asset, the impair- 
ment of service quality and adequacy 
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as evidenced by the decline in physical 
efficiency of the asset, and the amount of 
competition expected from improved sub- 
stitutes. If these estimates can be made 
based upon past experience and engineer- 
ing studies, then it is possible to project a 
pattern of net service values for major 
asset groups. Given this pattern and the 
implicit interest rate, it may be possible to 
select an appropriate formalized deprecia- 
tion method; if not, it may be necessary to 
fabricate a simple method which fits ap- 
proximately the projected pattern of net 
service values. 

If the major pattern of net service 
values is the rapidly declining series, then 
the presumption in favor of a declining- 
amount method is strong. 

In the majority of cases a method prop- 
erly related to the net service values 
rendered by plant assets improves the ac- 
counting for cost and net income. This 
leads to more informed and intelligent 
decisions on many management policies— 
pricing, production, dividend distribution, 
financing, wage negotiation, and others. 
The more descriptive accounting informa- 
tion should result in sounder decisions by 
investors and, where regulation is involved, 
by regulatory agencies. 

The substantial inflation which cut the 
purchasing power of the dollar by about 
one-half in the period 1904 to 1957 raises 
serious doubts about the adequacy of the 
original-cost depreciation base. If this base 
does not provide an adequate means of 
measuring the cost of capital consumed in 
the production of revenue, other more 
acceptable bases predicated upon a more 
accurate premise than the stable-dollar 
assumption must be sought. 

Depreciation based on original cost re- 
expressed in terms of current dollars is an 
objective concept which fulfills the ac- 
counting requirement for correct determi- 
nation of income and should be included in 
reports to management and others either 
as supplementary information or as ad- 


justments of the regular statements. This 
does not imply that the historical cost 
statements are unnecessary or incorrect 
but rather that the accounting concepts on 
which they rest are not adequate to meet 
expanding needs for financial information. 

Current replacement cost information 
and the resultant concept of net income, 
although less objective than adjusted his- 
torical cost, are essential for managerial 
decisions. 

The Federal Government should make 
every effort to stabilize the value of the 
dollar. Should these efforts be ineffective 
legislation should provide for tax deprecia- 
tion based on adjusted historical cost and 
for the development of official index num- 
bers for this purpose. 

One definite conclusion emerges from 
this study: the use of the original-dollar 
cost base and the straight-line depreciation 
method may cause management to make 
unsound business decisions; the direction 
and magnitude of the error depends in part 
upon the dollar amount, importance, aver- 
age age, and rate of turnover of the plant 
assets. 


AN EXAMINATION OF CON- 
TEMPORARY PRACTICES IN 
ACCOUNTING FOR INTAN- 
GIBLE ASSETS 


Bevie Truett Sanders 
The University of Texas, 1957 


The primary purpose of this study was 
to establish a rational basis for reconciling 
the differences which exist at the present 
time between accounting theory and prac- 
tice in regard to accounting for intangible 
assets. In order to provide a conceptual 
framework within which contemporary 
practices could be accepted or rejected, 
an appropriate body of principles and pro- 
cedures which was in accord with the “‘in- 
come determination” approach was se- 
lected. In general, the principles selected 
represented the most recent promulgations 


of 
he 
he 
ch 
nt 
ed 
on 
a- 
e- 
al 
al 
l- 
)- 
e 
| 


626 The Accounting Review 


and rulings by dominant authorities in the 
accounting profession. 

A preliminary investigation was con- 
ducted to determine the nature of account- 
ing malpractices which accompanied many 
of the early-day corporate organizations 
and reorganizations and which resulted in 
the inclusion of fictitious amounts on the 
published financial statements. A related 
statistical study was also made to deter- 
mine the extent to which these early mal- 
practices affect present-day financial state- 
ments. Although the study revealed the 
presence of numerous malpractices involv- 
ing the use of intangibles during the period 
from 1890 to 1925, it also revealed that 
virtually all intangibles created improp- 
erly had been eliminated from corporate 
balance sheets as the result of reorganiza- 
tions or write-offs against capital surplus 
or retained income. Consequently, no 
valid reason exists today for the skepticism 
which prevails with respect to goodwill 
and other intangibles. 

The major portion of the research con- 
sisted of an examination of contemporary 
practices of American corporations in ac- 
counting for all kinds of intangible assets. 
Annual reports, prospectuses, offering cir- 
culars, applications for listing with the 
New York Stock Exchange, and Moody’s 
Industrial Manuals provided much of the 
information. The information provided by 
these published sources was supplemented 
by a mailed questionnaire directed to the 
controllers of eighty corporations which 
had recently acquired an existing business 
either by purchase of its assets or by ac- 
quisition of the capital stock of the com- 
pany. The questionnaire dealt primarily 
with accounting problems arising as a re- 
sult of a purchase price in excess of the 
book value of the assets acquired. 

Although much of the accounting con- 
troversy involving intangibles revolves 
around the amortization problem, this 
study contends that most of the difficulty 


encountered in the past was due to the 
adoption of faulty accounting procedures 
at the time the intangibles were acquired, 
Where appropriate accounting procedures 
were used to record the acquisition of in- 
tangibles, the subsequent problem of 
providing a logical policy of amortization 
was minimized. Therefore, intangibles 
were categorized in this study according to 
the origin of accountability as follows: 
Intangibles acquired during the promo- 
tional stage, individually-purchased and 
developed intangibles, and intangibles up- 
on the acquisition of the assets and busi- 
ness of a going concern. 

Sufficient evidence was uncovered to in- 
dicate the presence of a trend toward the 
adoption of procedures for accounting for 
intangibles which are theoretically sound. 
The early practice of including intangibles 
in the accounts at arbitrary amounts has 
been abandoned entirely as an account- 
ing concept. Equally important, in ac- 
counting for the acquisition of the assets of 
a going concern, many companies made an 
effort to identify the portion of the excess 
of the purchase price over the book value 
of the assets applicable to the tangible 
assets and the portion applicable to intan- 
gible assets. In many cases the portion of 
the excess applicable to the intangibles 
was charged to a specific intangible where 
such intangible was determined to be a 
dominant factor in the acquisition transac- 
tion. Consequently, goodwill was not re- 
garded as an account for storing residual 
values but represented a bona fide value 
as determined by the capitalization of ex- 
cess profits realized by the predecessor 
company. 
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THE CONCEPT OF “OPERATIONS” 

IN ACCOUNTING AND ITS INFLU- 

ENCE IN INCOME DETERMINA- 
TION AND INCOME THEORY 


Suthee Singhasaneh 
University of Illinois, 1957 


The purpose of this study is to develop 
the accounting concept of “operations” 
and to determine its usefulness and im- 
plications in the areas of income determi- 
nation and income theory. 

The primary step toward this objective 
involves an analysis of business transac- 
tions in order to reveal similarities, dis- 
similarities, and relationships among them. 
Asignificant group of transactions is found 
in profit-seeking transactions which deal 
with the utilization of funds contributed by 
various financial interests for the purpose 
of creating income. Various possible clas- 
sifications of profit-seeking transactions are 
attempted which reveal many significant 
characteristics of these transactions. These 
provide a foundation from which the char- 
acteristics of “‘operations”’ are pointed out. 

Interpretations of business enterprise 
operations by accountants, economists, 
and financial analysts are studied in order 
to determine current ideas in these related 
fields. Out of these ideas of operations, an 
integrated pattern of related ideas may be 
developed. 

The characteristics of business enterprise 
operations revealed in this study are as 
follows: 

1. Enterprise operations involve the in- 
come-producing activities. This would ex- 
clude all transactions dealing with financ- 
ing, including distributions of income to 
various financial interests. 

2. In its operations, the enterprise ac- 
quires assets and utilizes the services of 
these assets in creating products. The end 
result of the process of operations is the 
realization of revenue from the sale of 
these products to consumers. 
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3. Enterprise operations are planned by 
management which is held responsible for 
the efficiency of operations. 

4. Enterprise operations are current to 
the period in which they are reported. 

From the above characteristics of enter- 
prise operations, the accounting concept of 
operations may be described as follows: 

“Business enterprise operations include 
only income producing activities, planned 
by management for the creation and sale 
of products and services, and are reported 
in terms of revenue realized from these 
activities during the current period and 
related costs.” 

The usefulness of this concept is tested 
by applying it to problems in income 
theory. Practical applications of this con- 
cept are possible in two accounting areas— 
income determination and income report- 
ing. Some interesting points revealed in 
this connection are that normal losses 
should be treated as operating expense, 
broadly conceived; the practice of income 
stabilization is not desirable because realis- 
tically operating results are subject to 
fluctuations due to varying business for- 
tunes of one year as compared with an- 
other; and it is desirable to report opera- 
ting items separately in the income state- 
ment so that significant information re- 
garding operations may be clearly dis- 
closed. 

There is a close relationship between the 
concept of operations and the entity con- 
cept. Some of the ideas included under the 
concept of operations are developed by 
using the entity concept as a starting point. 
The concept of operations is recognized in 
all recent formulations of accounting 
theory. However, the implications of this 
concept do not represent a uniform pattern 
of related ideas. The relationship between 
income from operations and business in- 

come is that operating income represents a 
part of business income and it is distin- 
guishable from other components of busi- 
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ness income because of its direct relation- 
ship to managerial efficiency. 

The primary usefulness of the concept 
of operations is in the area of income re- 
porting. In this connection, this concept 
provides a basis for grouping income state- 
ment items for better interpretation. Re- 
porting a figure of operating income pro- 
vides a measure of managerial efficiency in 
the utilization of funds to produce income. 


AN ANALYSIS OF CURRENT THE- 
ORY AND PRACTICE REGARD- 
ING THE ELEMENTS OF COST 
INCLUDED IN INVENTORY 
BY MANUFACTURERS 


Robert J. Smith 
Indiana University, 1957 


One of the traditional ideas in account- 
ing is that inventory cost for manufactur- 
ing concerns should include manufacturing 
costs, but exclude non-manufacturing 
costs. Since inventory valuation has a di- 
rect effect on the income reported for an 
accounting period and since many groups 
are interested in the income of corpora- 
tions engaged in manufacturing operations, 
it seems desirable that there be some uni- 
formity of practice, at least within each 
industry, as to the particular cost elements 
which become product costs and those 
which are treated as costs chargeable to the 
period. There appeared to be lack of agree- 
ment in literature and probably in practice 
with respect to the inclusion of many in- 
dividual items of cost in inventory. 

Although studies had previously been 
made in some areas of this general prob- 
lem, the last major study was published in 
1947 by the National Association of Cost 
Accountants. It seemed that there might 
be new developments in the areas pre- 
viously covered as well as new data which 
could be gathered in other areas. In the 
approach to the subject two major hypoth- 
eses were set up to be tested: (1) whether 


traditional theory provides a sound and 
workable guide as to which items are in- 
cludible in inventory of manufacturers, and 
(2) whether practice of companies complies 
with this traditional theory, and if not, the 
extent of variation and the reasons for the 
practices found. Profit determination, in- 
cluding inventory valuation, was accepted 
as the function of cost accounting to be 
given primary emphasis in this study. 
There were two major phases to the 
work. The first consisted of surveying and 
digesting pertinent writings in current cost 
accounting texts, periodical literature and 
releases of various associations of ac- 
countants. Three chapters of text were 
written from material obtained from this 
survey, setting forth the specific elements 
of cost which should be included in the 
three basic cost components of manu- 
factured goods: direct materials, direct 
labor, and manufacturing burden. The 
methods of applying these costs to product 
units and of valuing the inventories on 
hand at the end of the year were examined. 
The second phase was a study of selected 
companies in five industries by personal 
interviews with officers of these companies, 
using a planned interview guide. The in- 
dustries involved, the number of com- 
panies and the approximate portion of the 
industry reached as measured by dollar 
volume of sales is indicated below: 


Industry Percentage 
Ethical Drugs. 5 30 to 35 
Earth Moving Machinery.... 6 over 50 
Radio, Television and 

5 65 to 70 


The companies selected did not rep- 
resent a scientific random sample, but were 
selected because of the relatively high con- 
centration of business in a few companies, 
their accessibility within a reasonable dis- 
tance, the nature of their costing systems, 
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the existence of inventory problems and 
the attitudes toward cooperation with such 
a study. 

The major conclusions reached were: (1) 
current cost accounting theory does pro- 
yide a sound and workable guide as to 
items includible in the inventory of manu- 
facturers, and (2) as a group, the companies 
studied should be considered orthodox in 
their accounting methods and procedures, 
although there was considerable variation 
on many individual cost elements. Some 
of the reasons for reaching these conclu- 
sions were: 

1. Alternative procedures are presented as ac- 
ceptable methods and theory has not been 
restricted to “‘one right way.” 

2. Writers of current texts have taken into 
consideration in their presentation the 
actual practice found in their contacts with 
the business world. 

3. Official pronouncements by committees of 
accounting associations depend upon their 
general acceptability before they are con- 
sidered as binding. 

4. Accounting principles are guides to action 
which have proved useful in practice and 
have become generally acceptable; theory 
and practice in accounting usually develop 
together. 


Nearly all of the procedures actually 
used by the companies included in the field 
studies were described in current cost ac- 
counting literature, at least in all major 
respects. Although some of these practices 
deviated from the majority opinion and 
were not endorsed in the literature as rep- 
resenting the best procedures, few were 
condemned outright. 

A principal contribution of this study 
was to point out that there were certain 
elements of cost properly includible in raw 
material cost which were treated either as 
burden or period costs by a majority of the 
companies. These items represent part of 
the cost of getting the raw materials to 
their ‘existing condition and location.” It 
is recommended on the basis of this study 
that transportation inward for raw mate- 


rials (unless a direct application to specific 
materials is feasible), purchasing depart- 
ment costs, receiving department costs, 
materials testing and inspection, and the 
applicable portions of material control and 
accounting, and storage and handling costs 
be applied as additions to the material cost 
at the time of receipt through the use of a 
materials burden rate based upon invoice 
cost or other suitable basis. Failure to in- 
clude these elements in material cost re- 
sults in understatement of raw materials 
inventory and of income in the first year 
of operations. Although consistent use of 
other procedures, such as including these 
items in burden or as period costs, may 
not have a material effect on profits in 
succeeding periods unless the size of the 
inventory or the relative portion of total 
cost represented by materials changes, the 
advantages of the use of a material burden 
rate are sufficient to recommend its use in 
some industries in which the procedure 
may be applied at a reasonable cost. 

Other specific recommendations made 

were: 

1. That the use of uniform accounting systems 
be extended by industry to provide better 
intercompany comparisons and other ad- 
vantages. 

2. That cash discounts on purchases be treated 
as cost reductions through the use of the 
“net price” procedure. 

3. That better matching of costs with revenue 
may be obtained if cost is used for inventory 
valuation when cost can be recovered in fu- 
ture periods and that the lower of cost or 
market rule should be used more sparingly 
and with the limitations that it apply only 
when sales prices do respond closely to 
changes in cost prices. Reductions from 
cost to market should be isolated as special 
items in the income statement, preferably 
below the gross profit from manufacturing 
operations. 

4. Each industry should develop more uniform 
practices as to the content of the net sales 
section of the income statement. 

5. Each industry should study the problem of 
the capacity level upon which burden rates 
are set and strive for more uniformity of 


629 
and 

 in- 
and 

lies 

the 

the 

in- 
ited 

be 

the 
ind 

ost 
ind 

ac- 

ere 

his 

nts 

the 

1u- 

ect 

‘he 

ict 

on 

ad. 

ed 

al 

eS, 

n- 

m- 

he 

ar 

ate 

re 

l- 


630 


procedure. Use of different capacity levels 
may well result in differences in amounts of 
fixed burden costs included in inventory 
value. 


THE INFLUENCE OF THE U. S. 
SECURITIES AND EXCHANGE 
COMMISSION UPON THE 
PRACTICE OF AUDITING 


William Elmer Whittington, Jr. 
University of Illinois, 1957 


The study has been confined to an ex- 
amination of the liability provisions con- 
tained in the Federal Securities Acts of 
1933 and 1934, the effect of governmental 
regulation on the accounting profession 
based on those acts, and an evaluation of 
the Commission’s influence on auditing 
procedures, standards, certificates, and the 
personal conduct of accountants. Included 
in the latter evaluation has been the study 
of events leading up to Commission pro- 
nouncements and decisions and the effect 
they have had on the various phases of 
auditing. 

The liability provisions included in the 
two acts were found to have been designed 
as precautionary measures and were not 
the result of auditing practices prior to 
1933. These provisions have been the basis 
for thirty-eight law suits—only one of 
which has been filed against an accountant. 

The extension of audit procedures affect- 
ing the examination of inventories and the 
circularization of accounts receivable grew 
out of the McKesson and Robbins in- 
vestigation. While these procedures had 
been advocated by authorities in the field 
of auditing and were often included in 
audit programs, they were not considered 
mandatory. Practitioners adopted these 
procedures as an integral part of their 
audits prior to action on the part of the 
Commission. 

Auditing standards appeared necessary 
to regain public confidence through the 
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assurance that examinations by public ac- 
countants were up to a specified level of 
performance. Auditing standards prior to 
their requirement by the SEC were on an 
individual basis, and the need for a pro- 
fession-wide adoption was apparent. A 
special committee appointed by the Ameri- 
can Institute of Accountants proposed a 
set of standards which was subsequently 
adopted. 

Early decisions of the Commission re- 
garding audit certificates indicate the prev- 
alence of faulty certificates accompanying 
SEC registrations. An analysis of those 
decisions indicates the evolution of the 
present audit certificate along the line of 
scope of the audit, opinion to be expressed, 
and, finally, full disclosure. The advocacy 
of these elements by authorities in audit- 
ing had preceded the Commission’s action 
by a period of years. The requirements of 
the Commission accelerated the adoption 
of a clear, concise statement of the audi- 
tor’s examination and his opinion as to the 
fairness of the financial statements. The 
study of the personal conduct of the audi- 
tor has been divided into two sections: in- 
dependence and ethics. The Commission 
has conscientiously observed its respon- 
sibility to investors in its interpretation of 
the Securities Acts and its own rules re- 
garding the independence of the ac- 
countant. It has been held that certain 
relationships between an accountant and 
his client impair that independence. The 
application of objective rules to a matter 
as subjective as independence has been the 
basis for the principal disagreement be- 
tween the Commission and the accounting 
profession. The principal influence of the 
Commission has been to make the practi- 
tioner conscious of his independence and 
to cause him to avoid relationships which 
might be held to impair that independence. 
The influence of the SEC on professional 
ethics has been found to be negligible. The 
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t rules are substantially the same as 
at the time of the creation of the Commis- 
sion. 

The relations between the Commission 
and the profession have been found to have 
been cordial and based upon mutual re- 
spect. Any regulatory influence has been 
for the benefit of the profession as a whole. 
The greatest single benefit has been the 
Commission’s support for the adoption of 
auditing practices previously advocated by 
members of the profession which had not 
received profession-wide acceptance. 


MANAGEMENT PRACTICES WITH 

RESPECT TO INTERNAL TRANS- 

FER PRICING IN LARGE MANU- 
FACTURING COMPANIES 


Williard E. Stone 
University of Pennsylvania, 1957 


Intracompany transfer pricing has 
achieved wide-spread but not universal 
use among large manufacturing corpora- 
tions. As a management tool it may fulfill 
different roles and, in addition, there exist 
various pricing methods, the choice of 
which is influenced by factors both within 
and external to the individual company. A 
mail survey was undertaken to provide an 
insight into the role played by intra- 
company pricing as a management tool 
and the related management practices, 
developed more or less independently by 
manufacturing companies. 

Using the Federal Trade Commission 
list of 1,000 large manufacturing com- 
panies, 505 companies were selected with 
intentional emphasis upon corporations 
over $50 million in asset size. A 70 per cent 
return of questionnaires provided the basis 
for the study. Additional information was 
secured through correspondence and inter- 
views with officers of corporations on prob- 
lems of particular interest. 

Transfer pricing in its most elementary 
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role assists in the physical control of trans- 
ferred product. Further developed, it be- 
comes a powerful management device for 
control of business segments. The most im- 
portant factor influencing the adoption of a 
particular transfer pricing method—mar- 
ket, cost, or negotiated price—is the exist- 
ence of a market for the product. Other fac- 
tors include organization structure of the 
company, the volume of intracompany 
transfers, operations in both extractive 
and manufacturing stages, the history of 
a particular company and individual pref- 
erences of corporate officers. Both market 
and cost-based prices are widely used but 
negotiated prices are infrequently used 
and usually only in a supplementary way. 
A majority of pricing companies have more 
than one pricing method. Procedures such 
as the use of discounts from market price, 
the addition of nonfactory cost elements to 
cost-based prices, and the degree of au- 
thority granted unit managers in transfer 
pricing differ between individual com- 
panies. Examination of the legal aspects of 
intracompany pricing discloses that Fed- 
eral corporate net income tax regulations 
should not seriously restrict the use of a 
pricing method chosen for a business pur- 
pose and in the absence of practices restric- 
tive to free competition, antitrust laws 
need have little influence upon the choice 
of a pricing method. Foreign customs laws, 
however, where applicable, require use of 
specific pricing methods. 

Procedures and practices relative to in- 
tracompany transfer pricing have devel- 
oped to meet the needs of individual com- 
panies. However, the spread of internal 
pricing throughout American industry 
has been influenced largely by factors ex- 
ternal to the individual firm. The typical 
large corporation which prices transfers 
uses more than one method of pricing be- 
cause it manufactures varied types of prod- 
ucts with varying market conditions. The 
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role of transfer pricing in corporate con- 
trols depends largely on the organizational 
structure. Management demands upon 
transfer pricing have increased over the 
past twenty years and it is likely that its 
role will assume increasing importance as a 
control device in the future. 


A SURVEY OF ELECTRONIC DATA 
PROCESSING AND ITS POTENTIAL 
IMPACT UPGN ACCOUNTING 
PROCEDURES, PERSONNEL, 
AND EDUCATION 


Robert Theodore Tussing 
The University of Texas, 1957 


The recent emergence of the term “‘Elec- 
tronic Data Processing”’ (frequently called 
“EDP”) has focused attention upon the 
data processing problem as one common to 
all business activity today. Most writing 
on the subject so far has, however, been 
fragmentary and filled either with vague 
and sometimes glowing generalizations or 
with confusing details peculiar to a par- 
ticular case. 

The major purpose of this dissertation 
has been to present a non-technical de- 
scription of EDP equipment, the EDP 
method, and actual and proposed applica- 
tions, comprehensive enough to provide a 
general understanding of the field—a basis 
upon which to build a more intensive study 
in any desired area of specialization. For 
the most part, this dissertation is a distil- 
lation and synthesis of information avail- 
able from published and unpublished 
reports. It is also based upon field inter- 
views with seven different firms which 
have installed or are installing EDP 
equipment, conferences and correspond- 
ence with representatives of equipment 
manufacturers, and discussions with sev- 
eral educators who are pioneering in the 
field. Emphasis was placed upon account- 
ing applications on basis of the contention 
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that the controller’s department is the 
center, or point of focus, of business data 
processing activities. 

EDP is described as a method of proe- 
essing information in dynamic form, with 
the speed of electronic circuitry, and the 
flexibility of internal programming. An 
electronic computer is defined and de- 
scribed functionally. The types and im- 
portance of auxiliary equipment are dis- 
cussed. A brief outline of the evolution of 
the equipment and its early applications 
in business is presented. 

Some representative accounting appli- 
cations are described in basic terms and 
potential contributions of the method to 
management and control are discussed 
realistically. Personnel requirements and 
problems in converting to EDP are dis- 
cussed, with a description of the new posi- 
tions which are being created. 

An organizational pattern for investi- 
gating EDP possibilities for a particular 
firm is outlined, along with two approaches 
to analysis of procedures: the ‘‘Conven- 
tional” approach of attempting to convert 
present processing to an EDP system, and 
a proposed new “Central Files Approach” 
to creative systems analysis. This latter 
concept is based upon the notion that 
most useful information is already being 
collected in some central records file, or 
could be, as a by-product of gathering 
essential information. Instead of tracing 
an information-processing chain from 
source document to ultimate disposition, 
this approach focuses upon the point 
where the data have been assembled and 
projects the analysis in either the direc- 
tion of gathering or utilization. Processing 
chains are thereby cut in half. 

To give a specific illustration of the 
significance of many of the factors, a case 
study is presented which includes a de- 
scription of the organization, equipment, 
and activities of a data processing center 
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before and after conversion to a medium- 
scale EDP system. There is also an anal- 
ysis of differences and a consideration of 
major factors involved in the changeover, 
a summary of improvements which have 
been achieved, and a projection of possi- 
bilities offered by a large-scale EDP 
system. 

The need for including EDP in the cur- 
ticulum of a collegiate school of business is 
considered. Several possible courses of 
action are discussed, ranging from simple 
orientation presentations to the develop- 
ment of a full-fledged major field of study 
in the area. of systems and controls. 
Equipment with which the ideal of inte- 
grated data processing can be achieved is 
now available. Its effective utilization 
depends upon the creative ability and 


thinking of people. 


THE GOING CONCERN CONCEPT 
IN ACCOUNTING 


Dorsey Edward Wiseman 
University of Illinois, 1957 


The postulates of accounting, among 
them the going concern concept, have 
been characterized as habits of mind. Al- 
most every writer who has attempted a 
reasonably complete exposition on ac- 
counting has stated or implied acceptance 
of the going concern concept. In few cases, 
however, has there been any attempt to 
sketch other than the barest outline of the 
going concern concept. This study has the 
following purposes: to set forth: 

1. The nature of the going concern concept. 

2. The placing of this concept in accounting. 


3. The consequences of the uses of the concept. 
4. The social significance of the concept. 


A comprehensive version of the going 
concern concept entails consideration of 
the life of the firm, the. legal and social 
framework surrounding the accounting 
entity, the productive and distributive 


aspects of the enterprise, the financial 
plans of the organization, the manage- 
ment of the business unit, and the pro- 
prietor’s expectations. The life of the 
enterprise may be assumed to be indefi- 
nitely long unless there is clear intent and 
circumstances to indicate otherwise. In 
addition it may be assumed that the basic 
ownership and managerial objectives, 
plans, and policies will be continued in a 
substantially unaltered manner in the 
future. Underlying the whole going con- 
cern concept is the assumption that there 
will be a reasonable stability of the institu- 
tions of our economic society. 

The going concern concept in account- 
ing provides a point of view to facilitate 
and implement assembling, communicat- 
ing, and interpreting enterprise financial 
information. However, there is not com- 
plete unanimity of opinion as to the ap- 
plication of the going concern concept to 
the financial data of the firm. Also there 
has been a continuing evolution in ac- 
counting and a concomitant refinement in 
the application of the going concern con- 
cept in accounting. 

The highest degree of objectivity in ac- 
counting is the best, provided attainment 
of that high degree does not run counter 
to the long-run point of view of a going 
concern. A complete application of the 
going concern concept would call for a 
reporting of those income generating ac- 
tivities which do not appear in current 
conventional reports. The going concern 
concept also would support an expanded 
use of the deferring of appropriate costs 
and their proper assignment to subsequent 
periods. From a broad view the going 
concern concept would be compatible 
with either a historical cost or a replace- 
ment cost approach to inventory and 
fixed asset accounting. The going concern 
viewpoint co-ordinated with the legal 
viewpoint may furnish a more significant 
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presentation of liabilities. From the stand- 
point of the going concern concept the 
liability category may include more than 
those inescapable amounts payable to 
creditors under established contractual 
agreements. The firm also may encounter 
situations which lead to liquidation, re- 
organization, combination, and other un- 
usual situations. The underlying assump- 
tions of the going concern concept may be 
viewed as the criteria to apply to deter- 
mine the going concern aspects of these 
special situations. Also the underlying 
assumptions may be considered as stand- 
ards or points of departure for the develop- 
ment and the application of procedures to 
meet the exigencies of the special situa- 
tions. 


A COMPARATIVE STUDY OF 
CERTAIN ACCOUNTING IN- 
STITUTIONS AND PRAC- 

TICES IN ENGLAND AND 
IN THE UNITED STATES 


Bro. LaSalle Woefel 
University of Texas, 1957 


The knowledge that the average ac- 
countant possesses of his profession is 
almost exclusively restricted to institu- 
tions, principles, and procedures in his 
own country. The fact that relatively little 
research has been done on the subject of 
foreign accounting is cause for some con- 
cern. 

The areas of accounting and auditing in 
the United States and in England which 
were selected for comparative study were: 
(1) the legal position of the profession, 
(2) the codes of professional conduct, (3) 
the professional examinations, (4) pro- 
fessional education (5) the objectives of 
auditing, and (6) audit programs for in- 
ventory and for accounts receivable. An 
evaluation of major aspects of these areas 
concluded the study. 


The Accounting Review 


In England, The Companies Act of 
1948 determines which accountants shall 
be qualified for appointment as auditors 
of regulated, publicly-owned companies, 
Membership in a recognized accounting 
institution is usually required. In the 
United States, each state regulates the 
practice of public accountancy. 

In England, three methods have been 
adopted for admission into the profes- 
sional accounting institutes: (1) under 
articles of clerkship, (2) under the bylaws 
of the institutes, and (3) under the uni- 
versity scheme. In the United States, 
admission to the practice of public ac- 
countancy is regulated by state law. 

In England, under common law an 
auditor is held responsible to the party 
who appointed him according to the terms 
of the contract. Civil liabilities also result 
from negligence or from the unskilled 
discharge of duties. Criminal liabilities of 
auditors arise from conduct which consti- 
tutes a crime. Court decisions in the 
United States reflect similar legal re- 
sponsibilities for accountants. 

The Preliminary Examination of the 
Society of Incorporated Accountants in 
England tests general knowledge (history, 
geography, physics, biology, and foreign 
language). The Intermediate Examination 
covers accounting, auditing, taxation, 
commercial knowledge, and English law. 
Final examination subjects include ad- 
vanced accounting, auditing and investi- 
gations, managerial and cost accounting, 
economics, taxation, and law. The uni- 
form C.P.A. examination in the United 
States consists of auditing, theory of ac- 
counts, accounting practice (Parts I and 
II), and commercial law. 

The approved degree courses for ac- 
counting programs of twelve English uni- 
versities include the following major areas: 
accountancy, economics, and law. A 
typical university curriculum for account- 
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ing majors in the United States is pre- 
sented in this dissertation. 

In England there is no published code of 
professional conduct for accountants. The 
basic rules of professional conduct are 
found in royal charters, articles of associa- 
tion, bylaws, pronouncements of councils, 
officers, and disciplinary committees, 
members’ handbooks, governmental di- 
rectives, etc. Authoritative statements in 
the United States on professional conduct 
come primarily from the professional ac- 
counting associations, governmental agen- 
cies, and state accountancy legislation. 
Specific items of professional conduct 
analyzed in this dissertation include the 
following: advertising, soliciting for busi- 
ness, combining with other business prac- 
tice, receipt and payment of commissions, 
replacement of one auditor by another, 
competitive bidding, independence, certi- 
fication of estimates of future profits, 
confidential relations, fees contingent upon 
findings, professional titles, etc. The en- 
forcement procedures of standards of 
professional conduct in England and in the 
United States are described in detail. 

A study of the audit program in England 
with respect to inventory was developed 
according to the following plan: (1) 
auditor’s responsibility under The Com- 
panies Act of 1948, (2) methods of valua- 
tion of inventory, (3) methods of verifica- 
tion of inventory, (4) use of the stock 
certificate, and (5) balance sheet presenta- 
tion. An audit program for accounts re- 
ceivable in England was presented. In 
discussing audit programs for inventory 
and for accounts receivable in the United 
States, the audit programs presented in 
four representative auditing texts were 
selected for analysis. 

Conclusions of this comparative study 
indicate basic agreement with respect to 
(1) interpretation of standards of profes- 
sional conduct, (2) increasing emphasis on 


university education, and (3) concern over 
existing apprenticeship, experience, and 
examination procedures. 


NON-FACTORY COSTS AND THE 
PERIOD CONCEPT: AN ANAL- 
YSIS OF CERTAIN ACCOUNTING 

PRACTICES IN MANUFACTUR- 
ING ENTERPRISES AND THEIR 
EFFECTS ON REPORTS TO 
MARKETING MANAGE- 
MENT 


Richard S. Woods 
University of Pennsylvania, 1957 


Sales result in part from marketing 
effort measured by expenses or costs in- 
curred in periods preceding that in which 
the sales materialize. Consistently, parts 
of current marketing costs are related to 
sales of future periods. If current market- 
ing expenses are matched against current 
sales, the net income or contribution re- 
sulting may be an imperfect measure of 
operating results. The purpose of the 
dissertation is to examine these statements 
critically, through an examination of cor- 
porate accounting practices relating mar- 
keting costs to sales. The objectives 
include the identification of marketing 
activities that give rise to costs affecting 
sales of future periods, and determination 
of the extent to which conventional ac- 
counting practices in handling marketing 
costs may give rise to distortion of income. 

Selected literature of marketing, eco- 
nomics and accounting covering the pe- 
riod 1926 through 1956 is examined. One 
hundred and thirty-two corporations re- 
turned more than two hundred question- 
naires in acceptable form. The question- 
naires are supplemented by personal 
interviews with controllers, assistant con- 
trollers and other officials of eight com- 
panies, and by correspondence with cor- 
porate officials other than those inter- 
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viewed. Finally, a case study of a large 
manufacturing corporation is presented. 

Marketing activities which sometimes 
require large current expenditures that 
relate to future rather than current sales 
include introducing new products; opening 
new territories; conducting campaigns of 
extraordinary scope and intensity to in- 
crease a company’s share of the market; 
distributing advertising expenditures over 
time in a pattern different from seasonal 
or other sales patterns; and employing 
advertising at a stage in the marketing 
channel different from that of the firm 
sponsoring the advertising. 

However, present business practice, 
with limited exceptions, is to charge cur- 
rent marketing costs against current sales. 
This is true whether or not situations oc- 
cur that cause marketirig effort to be di- 
rected toward future sales. It is difficult 
in most cases to relate past costs to present 
sales, or present costs to future sales. Some 
officials believe that deferring costs until 
the future will increase immediate income 
taxes, and reduce the amount of working 
capital available for expansion. Other 
officials hesitate to depart from ‘generally 
accepted accounting principles” or do not 
believe that distortion caused by failure to 
defer marketing costs would be material 
in amount. 

Exceptions to general practice are found 
in a number of situations, most of which 
do not involve substantial amounts. How- 
ever, costs which are large in dollar volume 
are sometimes deferred in the case of new 
product introductions, or prior to the 
publication of advertisements used for 
special promotions. 

No precise methods are available to 
take the above factors into account. A 
methodology which would approximate 
the effect of the delayed sales reactions to 
advertising can be developed, however, 
and such a methodology is presented in 
the dissertation. The methodology applies 


only to internal statements prepared for 
the use of management. Product and prod- 
uct line statements are the primary ex. 
amples. The methodology is not recom- 
mended for published company-wide 
statements. 

It is believed that technical adjust- 
ments should be made on internal state- 
ments despite the fact that conventional 
reports are obviously discounted in most 
companies by those who use them. Tech- 
nical adjustments are now widely used to 
mitigate seasonal distortions of income. 
The use of additional adjustments is 
recommended to correct distortion occa- 
sioned by introductory advertising and 
time lags in the channel of marketing. 


AN EVALUATION OF ANNUAL 
REPORTS OF SELECTED IN- 
DUSTRIAL CORPORATIONS FOR 
COMPLIANCE WITH CER- 
TAIN STANDARDS OF AC- 
COUNTING RESEARCH 
BULLETIN NUMBER 43 


Edgar Ben Yager 
Indiana University, 1957 


This study was undertaken to deter- 
mine whether the standards of Accounting 
Research Bulletin No. 43 have been 
sufficiently accepted by the accounting 
profession to constitute generally accepted 
accounting principles. The method of the 
study was the evaluation of information 
presented in a random sample of 261 an- 
nual reports against criteria established 
from these selected areas in ARB 43: 
Inventories, Depreciation and High Costs, 
Depreciation and Amortization of Emer- 
gency Facilities, Contingency Reserves, 
and Comparative Statements. A request 
was written to the auditor whose opinion 
accompanied the statements containing 
apparent divergencies, asking his justifica- 
tion of the presentation. Replies were re- 
ceived from 63 of the 140 auditors ques- 
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tioned, dealing with questions raised in 
120 of the 215 annual reports in which 
apparent divergencies were found. 

The divergencies most frequently found 
in the annual reports were the omission of 
full information on the valuation of in- 
ventories and the omission of comparative 
statements. Many of the replies from the 
auditors questioned the meaning or au- 
thority of ARB 43, and 18 of the auditors 
referred to Accounting Trends and Tech- 
niques tabulations as indicators of ac- 
cepted practice. 

The combined final evaluation ratings 
were 64.22 per cent as a satisfactory level 
of compliance and 35.78 per cent as un- 
satisfactory. The two areas of standards 
offering clearest bases for evaluation, 
Inventory and Comparative Statements, 
combined showed 45.6 per cent as satis- 
factory and 54.4 per cent as unsatisfac- 
tory. Limited access to information for 
evaluation and frequent lack of clarity as 
to the requirements of ARB 43 were fac- 
tors possibly affecting the results. 

The conclusion from the study was that 
ARB 43 need not be considered as con- 
stituting generally accepted accounting 
principles. The results indicated the need 
for study into what does constitute gen- 
erally accepted accounting principles or 
for a codification of principles which can 
become generally accepted. 


A STUDY OF THE ACCOUNTING 
GRADUATES OF FIVE SELECTED 
ALABAMA SCHOOLS OF HIGHER 
EDUCATION, 1946-1955: THEIR 
OCCUPATIONAL HISTORY AND 

THEIR OPINIONS RELATIVE 
TO THEIR TRAINING 


Percy Baxter Yeargan 
University of Alabama, 1957 
The purpose of this study was to obtain 


occupational data and opinions relative to 
their training from graduates who have 


majored or concentrated in accounting. 
Those accounting majors who graduated 
during the ten years 1946-1955 from the 
following institutions of higher education 
have been included in the study: Alabama 
Polytechnic Institute, Birmingham-South- 
ern College, Howard College, Spring Hill 
College, and the University of Alabama. 

Questionnaires were mailed to 1,152 
accounting majors, all those whose ad- 
dresses were known. One hundred thirty- 
three were returned by the postal authori- 
ties for lack of current addresses of the 
graduates. Replies were received from 466 
accounting graduates, 46 per cent of those 
who presumably received the question- 
naire. The replies to each part of the ques- 
tionnaire were tabulated by years of 
graduation for each school and the result- 
ing tables are presented as an appendix. 
The data are grouped into personal data, 
occupational data, non-occupational ac- 
tivities, opinions, and comments by the 
respondents. A sample of the comments by 
the graduates of each participating school 
is given. 

The characteristics of the entire group 
of respondents are discussed as well as the 
differences within the group. Roughly 
three-fourths of the respondents were from 
Alabama high schools. Sixty-six per cent 
were first employed, after graduation, by 
firms located in Alabama and 62 per cent 
are presently employed in Alabama. In- 
dustrial concerns employed about one- 
half of the respondents, public accounting 
firms slightly more than one-fourth, gov- 
ernmental agencies about one-tenth, and 
one-tenth were engaged in miscellaneous 
other types of employment. 

Approximately three-fourths of the re- 
spondents were first employed after gradu- 
ation in accounting positions and, at the 


time the questionnaire was completed, 


about the same numbers of them were still 
employed in accounting positions, or jobs 
closely associated therewith. The re- 
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spondents, except the more recent gradu- 
ates, report present job titles that nor- 
mally carry with them authority and 
responsibility. The ones who have been 
employed for about five years report pres- 
ent salaries that are, on the average, twice 
their starting salaries. Those who have 
been working nine or ten years report 
present salaries that average approxi- 
mately three times their starting salaries. 

A majority of the graduates who replied 
to the questionnaire are well pleased with 
their collegiate training. Using hindsight, 
many of the respondents mentioned areas 
in which they now think that more empha- 
sis should be placed in collegiate training 
for an accounting career. Based upon the 
replies from the graduates, recommenda- 
tions are made that consideration be given 
to the following: (1) Tests and guidance 
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should be provided to enable the students 
to choose wisely a major field of study; 
(2) The students should be encouraged to 
include speech, public speaking, and per- 
sonnel and human relations in their col- 
legiate programs; (3) Training in English 
grammar, composition, and report writing 
should have more emphasis; (4) Survey 
courses should be provided to acquaint 
the students with mechanical and elec- 
tronic accounting processes; (5) Intern- 
ship programs are recommended, if not in 
existence, and should be brought to the 
attention of the students through the 
guidance program; (6) Other studies of 
this nature should be done. 

It is believed that the detailed analysis 
of these and similar data will contribute to 
a more meaningful program for future ac- 
counting students. 
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LIST OF RESEARCH PROJECTS IN ACCOUNTING: 
1957-1958 


ARTHUR E. CARLSON 
Member, Committee on Research Review 


HE 1957-1958 list of research proj- 

ects is the ninth list published in 

recent years.! The annual totals of 
completed graduate student projects re- 
ported in recent years are: 


Master's Doctor’s 
Year Theses Dissertations 
Completed Completed 
1950-1951 Not available 10 
1951-1952 145 18 
1952-1953 154 28 
1953-1954 147 18 
1954-1955 138 21 
1955-1956 153 23 
1956-1957 127 34 
1957-1958 129 25 


Master’s theses are reported only upon 
completion. All doctoral dissertations and 
faculty research projects either in progress 
or completed during the period are re- 
ported. 

Abstracts of many of the doctoral dis- 
sertations listed herein will appear in 
subsequent issues of THE ACCOUNTING 
Review. Copies of doctoral dissertations 
and master’s theses frequently can be 
secured on interlibrary loan from the 
library of the school to which they were 
submitted. When copies are not permitted 
to be withdrawn, libraries usually can 
supply photostatic copies of microfilm 
reproductions at reasonable costs. 

The subject classification used for pre- 
viously published reports on research proj- 
ects is continued in this listing. Each 
project is listed only under one classifica- 
tion, although several projects might well 
be classified under two or more headings. 


LIST OF RESEARCH PROJECTS IN 
ACCOUNTING: 1957-1958 


I, THEory oF ACCOUNTING 
A. Income Determination 


vow 


Price Level Changes 

. Inventory Pricing and Valuation 

. Fixed Asset Valuation and Deprecia- 
tion 

. Intangibles 

. Investments 

. Current and Fixed Liabilities 


H. Income Distribution 
I. Capital Stock and Surplus 
J. Partnership Problems 
K. Other 
II. History oF ACCOUNTING 
A. Development of Accounting 
B. History of Particular Firms or Indus- 


tries 


III. REPoRTS AND STATEMENTS 
A. Financial Statements—General 
B. Consolidated Statements 
C. Analysis of Statements 
D. Other 

IV. Pusiic ACCOUNTING 
A. Auditing 
B. Profession of Accounting 
C. C.P.A. Examinations 
D. Selection of Personnel 
E. Other 

V. AccounTING For INDUSTRIAL, MERCAN- 

TILE AND FINANCIAL ENTERPRISES 
A. Accounting Systems 
B. Budgeting 
C. Cost Accounting—Manufacturing 
D. Cost Accounting—Distribution 
E. Controllership and Managerial Ac- 


counting 


F. Internal Auditing 
G. Case and Industry Studies 
H. Machine Methods 
I. Other 
VI. Accountinc For Non-Profit ENTER- 
PRISES 
A. Governmental Accounting 
B. Institutional Accounting 
C. Fiduciary Accounting 


1 The earlier lists appeared in the July 1951, J 


1952, A 
uly 19 
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ril 1953, April 1954, April 1955, April 19. 
7, and October 1958 issues of Taz ACCOUNTING 
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VII. LEGAL AND GOVERNMENTAL ASPECTS OF 

ACCOUNTING 

A. Taxation 

B. Regulation 

C. Contracts and Contract Renegotiation 

D. Other 

REORGANIZATION AND LIQUIDATION 

A. Insolvencies and Bankruptcies 

B. Capital Readjustments and Reorgan- 
izations 

IX. EpvucaTIon 

X. MISCELLANEOUS 


VIII. 


I. THEORY OF ACCOUNTING 
A. INCOME DETERMINATION 


Doctors 

Capital Maintenance and Its Implication in In- 
come Determination, Benjamin L. Forbes, 
University of Illinois, (In Progress) 

A Comparative Study of the Legal and Account- 
ing Concepts of Net Income, Oscar M. Krieg- 
man, University of Illinois, 1958 

The Nature of Assets, Raymond L. McGarvey, 
University of Illinois, (In Progress) 

Economic Concepts of Income and Profit and 
Their Relation to Accounting Theory, Rudolph 
Schattke, University of Illinois, (In Progress) 

A Critical Analysis of Income Measurement by 
Products and Periods, William J. Schrader, 
University of Washington, (In Progress) 

Concepts of Income—An Examination and Eval- 
uation, George H. Sorter, University of Chicago, 
(In Progress) 

Matching Revenues with Costs: An Analysis of 
Accounting Adaptation to Uncertainty, Reed 
K. Storey, University of California (Berkeley), 
1958 

Accounting for Executive Stock Options, Daniel 
L. Sweeney, University of Michigan, 1958 

Periodicity and the Provision for Federal Income 
Tax, Paul H. Walgenbach, University of Ill- 
nois, 1958 

The Concept of Realization and Its Application in 
Accounting, Floyd W. Windal, University of 
Illinois, (In Progress) 


Masters 
Some Aspects of Accrual Accounting, Dwight E. 
Baits, Sam Diego State College, 1958 
Depreciation; A Study of the Problems Arising 
From Differences in Concepts Held by Ac- 
countants, Businessmen, and Government 


Officials, James D. Ryan, Miami University, 
1958 

Determination of Income, Jerrell F. Sims, Louisi- 
ana State University, 1958 
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The Treatment of Extraordinary Items in the In- 
come Statement, Donald H. Taylor, Louisiang 
State University, 1958 

National Income Accounting Procedures: A 
Critique, Bobbie Tippet, University of Texas, 
1958 


B. PRICE LEVEL CHANGES 


Doctors 
The Effects of Price-Level Fluctuations on Ac. 
counting Data, Bernard F. Aschbacher, Uni. 
versity of Illinois, 1958 
An Evaluation of the Alternative Concepts for 
Measurement of Business Income, Richard C, 
MacAllister, University of Florida, (In Prog- 
ress) 
Masters 
Fixed Asset Replacements in Fluctuating Price 
Level Periods, William Cooper, City College of 
New York, 1958 
Fluctuating Price Levels in Relation to Account- 
ing, George Deligianis, City College of New 
York, 1958 
Faculty Research 
Price Level Adjustments, A Case Study of Two 
Firms in the Electric Power Industry, E. S. 
Hendriksen, State College of Washington 


C. INVENTORY PRICING AND VALUATION 


Masters 


Inventory Control in the Fur Manufacturing In- 
dustry, Joseph David, City College of New York, 
1958 


Price Index and Its Implications on Accounting— 
With Emphasis on Recent Application in the 
Chemical Field, Thomas R. Prince, Mississippi 
State University, 1957 


D. FIXED ASSET VALUATION AND DEPRECIATION 


Doctors 


A Study of Problems in the Control of Deprecia- 
tion Basis by the Government, Fazlollah 
Akbari, University of Southern California, (In 
Progress) 

Depreciation in the Public Utility Industries—A 
Reconsideration, Donald L. Anderson, Uni- 
versity of Minnesota, (In Progress) 

Depletion: An Examination of the Theory and 
Practice, James R. Bentley, University of Wash- 
ington, (In Progress) 

Depreciation Policies of the Steel Industry for 
1940-56 with Special Emphasis on the Ade- 
quacy of Depreciation Allowances to Cover Re- 
placements, Clark E. Chastain, University of 
Michigan, 1958 
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Research Projects in Accounting 


Masters 


Development of Accelerated Depreciation Meth- 
ods and Their Effect on Current Accountings 
Practice, Robert E. Feller, Ohio State Univer- 
sity, 1958 

Depreciation and the Rising Price Level, Egon H. 
Kraus, University of California (Berkeley), 
1958 

A Survey of the Effects of the New Depreciation 
Policies, Thomas M. St. Clair, Messachusetts 
Institute of Technology, 1958 

The Effects of Accelerated Atancilinabii and 
Liberalized Depreciation on Electric Utilities, 
Willis S. White, Jr., Massachusetts Institute of 
Technology, 1958 


H. INCOME DISTRIBUTION 
Masters 


An Accounting Study of the Nature and Classifi- 
cation of Corporate Dividends, Neil L. Cowen, 
University of Illinois, 1957 

Accounting for Stock Dividends by Recipients, 
J. Gibson, University of Washington, 1958 


I. CAPITAL STOCK AND SURPLUS 
Doctors 


Accounting for Paid-In Surplus, Clarence G. 
Avery, University of Illinois, (In Progress) 

A Study of the Factors Influencing the Account- 
ing Concept of Surplus, Billy L. Barnes, Uni- 
versity of Illinois, 1958 

Accounting for Corporate Capital—A Critical 
Examination, Robert G. Taylor, University of 
Chicago, (In Progress) 


Masters 


Accounting for Undistributed Profits of Uncon- 
solidated Subsidiaries, Benjamin W. Giuliani, 
Catholic University of America, 1958 

Treasury Stock and Mutual Stockholders, John 
Pick, City College of New York, 1958 

Faculiy Research 

Accounting Principles and Corporation Law, 
Robert T. Sprouse, University of California 
(Berkeley) 

K. OTHER 
Doctors 

An Analysis of the Balance Sheet in View of Re- 
cent Emphasis on Income Determination, J. 
Herman Brasseaux, Louisiana State University, 
(In Progress) 

A Reevaluation of Accounting Concepts to Meet 
the Requirements of a Dynamic Economic En- 
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vironment, Frederic Augustin Brett, Uni- 
versity of Alabama, (In Progress) 

The Extension of Accounting Techniques and 
Methodology Beyond the Enterprise, Werner 
G. Frank, University of Illinois, 1958 

An Integration of Finance and Accounting The- 
ory, Lyle E. Jacobsen, University of Illinois, 
1958 

Accounting Aspects of Self-Insurance Programs, 
Leslie R. Loschen, University of Washington, 
(In Progress) 

Accounting Implications in Marginal Economic 
Theory, Robert G. Stevens, University of Tli- 
nois, 1958 


Masters 


The Accounting Entity in Business Combina- 
tions, David J. Farling, Pennsyloania State - 
University, 1958 

Concepts of the Entity Theory, Stanley W. Gus- 
tafson, Michigan State University, 1958 

Differences in Accounting Principles and Prac- 
tices in Non-Profit Institutions Compared with 
Profit-Making Concerns, John D. Schoonover, 
Ohio State University, 1958 

Accounting for Selected Fringe Benefits, Jackson 
A. White, Louisiana State University, 1958 


Faculty Research 


Mathematical Models in Business Accounting, 
Richard V. Mattessich, University of California 
(Berkeley), 1957 

Messung, Vorausberechnung und Buchhaltungs- 
modelle, Richard V. Mattessich, University of 
California (Berkeley), 1958 

Towards a General and Axiomatic Foundation of 
Accountancy, Richard V. Mattessich, Uni- 
versity of California (Berkeley), 1957 


Il. HISTORY OF ACCOUNTING 
A. DEVELOPMENT OF ACCOUNTING 
Doctors 


Development of American Accounting Thought, 
1875-1925, Brother Patrick Hance, S.M., 
Catholic University of America, (In Progress) 

Development of Accounting in the United States, 
Keith R. Heller, University of Minnesota, (In 
Progress) 

B. HISTORY OF PARTICULAR 
FIRMS OR INDUSTRIES 
Doctors 


George S. Olive & Co.: A History of a Regional 
Public Accounting Firm, Robert M. Jennings, 
Indiana University, (In Progress) 


In. 
iana 
08, 
Ac 
for 
1c. 
Tog- 
rice 
eof 

unt- 
New 

In- 
ork, 
the 
cia- 
lah 
(In 
—A 
Ini- 
and 
1sh- 
for 
de- 
Re- 
y of 


642 The Accounting Review 


II, REPORTS AND STATEMENTS 
A. FINANCIAL STATEMENTS—-GENERAL 


Doctors 

Criteria for Judging Disclosure of Post-State- 
ment Events, W. Baker Flowers, Umiversity of 
Texas, (In Progres) 

An Analysis of Annual Reports of Selected In- 
dustrial Corporations for Compliance with Cer- 
tain Pronouncements of the American Insti- 
tute of Certified Public Accountants, L. Vann 
Seawell, Indiana University, 1958 

A Study of Notes to Financial Statements in 
Corporate Annual Reports, Thomas G. Secoy, 
University of Illinois, (In Progress) 

The Concept of Full Disclosure in Current Ac- 
counting Practice, Delbert E. Williamson, 
Stanford University, (In Progress) 


Masters 

A Study of Long Term Leases as a Method of 
Financing and Their Effects On Financial 
Statements, Harold Lacoff, City College of New 
York, 1958 

A Survey and Study of Contemporary Account- 
ing Methods of Reporting Enterprise Income 
Activities, Richard U. Lansden, University of 
Illinois, 1957 

The Concept of Full Disclosure, Victor E. Millar, 
University of California (Berkeley), 1958 

Disclosure Practice for Selected Items of Cor- 
porate Balance Sheets, S.A. Siddiqui, A gricul- 
tural and Mechanical College of Texas, 1958 

The Accounting Concepts of Conservatism and 
Consistency, Moh’d Baqar A. Zaidi, University 
of Washington, 1958 


C, ANALYSIS OF STATEMENTS 


Doctors 
Correlation of Fund Flows and Dividend Policies, 
James O. Horrigan, University of Chicago, (In 
Progress) 


Masters 
Examination and Analysis of Financial State- 
ments Relating to Multi-Family Group Hous- 
ing Projects, Stanley Pesner, City College of 
New York, 1958 


D. OTHER 


Masters 
An Evaluation of the Financial Statement in the 
Annual Reports of Open-End Investment 
Companies, Donald F. Pabst, Ohio State Uni- 
versity, 1958 
Allocation of Federal Income Taxes in Financial 


Statements, Jerry D. Sullivan, The George 
Washington University, 1958 


Faculty Research 


Income Statements vs. Funds Statements as a 
Basis for Investment Decisions, George J, 
Staubus, University of California (Berkeley) 


IV. PUBLIC ACCOUNTING 
A. AUDITING 
Doctors 


A Study of the Nature and Development of 
Auditing Standards in the United States, 
Abdel-Moneim Mahmoud Abdel-Moneim, Uni- 
versity of Illinois, 1958 


Masters 


Significance of Scientific Sampling Methods Upon 
Test Checking in Auditing, Alan Birnbaum, 
City College of New York, 1958 

Auditing and Electronics: A Case Study Involv- 
ing the Pacific Telephone and Telegraph Com- 
pany, Donald Borque, University of Washing- 
ton, 1958 

A Case Study by Internal Auditors Using Statisti- 
cal Sampling Techniques in Evaluating the 
Efficiency of Transportation Activities of the 
Commodity Credit Corporation, Dan D. Davis, 
Southern Methodist University, 1958 

An Audit Program Developed for Casinghead 
Gas Contracts, Homer B. Erickson, University 
of Texas, 1958 

Stockbrokerage Audits as Required by the New 
York Stock Exchange, Daniel J. Gaenger, 
Hofstra College, 1958 

Bank Audits by Public Accountants; Require- 
ments of and Benefits to the Bank as a Going 
Concern, Joseph M. Hill, Texas Technological 
College, 1958 

Factors in the Development of the Auditor’s 
Certificate, Leon S. Lipp, City College of New 
York, 1958 


Faculty Research 

Corapliance with Auditing Standards in Respect 
to Expression of Opinion on Financial State- 
ments, Alan R. Cerf, University of California 
(Berkeley) 

B. PROFESSION OF ACCOUNTING 
Doctors 

Legal Liability in Public Accounting Practice, 
Robert G. Berryman, University of Illinois, 
1958 

An Analysis and Evaluation of Management Ad- 
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Research Projects in Accounting 


visory Services by Practicing C.P.A.’s, James 
E. Redfield, University of Texas, (In Progress) 
A Suggested Long-Range Professional Program in 
Public Accounting at the Graduate Level, 
John B. Ross, University of Alabama, (In 
Progress) 
Masters 


An Analysis of the Seaboard Case and Its Impli- 
cations for Public Accounting, Harold A. Bues- 
ing, University of Illinois, 1957 

Independence and the Certified Public Account- 
ant, William H. Hoffman, Jr., University of 
Texas, 1958 

Ethical Problems of Certified Public Account- 
ants in Tax Practice, Emil M. Phillips, Uné- 
versity of Illinois, 1958 

Women in Public Accounting, Joyce Smalley, 
University of Texas, 1957 

The Impact of Automation on the Accounting 
Profession, Jerome Weiler, University of Denver, 
1958 

Faculty Research 

The Public Accounting Profession in Californias 
A. B. Carson, University of California (Los 
Angeles), 1958 

Education for Accountancy, Harry Simons, 
University of California (Los Angeles) 


E. OTHER 
Masters 


Legal Hazards of Public Accounting, John H. 
Brydels, Louisiana State University, 1958 

Some Aspects of a Public Relations Program for 
Certified Public Accountants, Clyde McLane, 
Jr., Texas Technological College, 1958 

An Analysis of the Organization, Administration, 
and Internal Operation of Four Certified Pub- 
lic Accounting Firms, Royal B. Okumoto, Uni- 
versity of California (Berkeley), 1958 


Faculty Research 
Demand for Public Accounting Services in Cali- 
fornia, L. L. Vance, University of California 
(Berkeley) 
V. ACCOUNTING FOR INDUSTRIAL, 
MERCANTILE AND FINANCIAL 
ENTERPRISES 


A. ACCOUNTING SYSTEMS 
Doctors 


The General Purpose Cost Accounting System as 
a Basis for Management Decision, H. Morton 
Backer, University of Pittsburgh, (In Progress) 
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Accounting-Information Systems in Firms, 
Charles P. Bonini, Carnegie Institute of Tech- 
nology, (In Progress) 

Control Criteria of Accounting System Design, 
James B. Bower, University of Texas, (In Prog- 
ress) 


Masters 


Some Observations on the Installation of Elec- 
tronic Computers, Doris Carlston, University 
of California (Berkeley), 1958 

Electronic Data Processing and the Keeping of 
Accounting Records, Paul L. Hill, Texas Tech- 
nological College, 1958 

Requirements of a Satisfactory System of In- 
ternal Control for the ABC Company, James 
A. Klaas, Emory University, 1958 

Investigating Electronics for Accounting Applica- 
tions, Robert E. Malcolm, Ohio State Uni- 
versity, 1958 

An Approach to Systems and Procedural Analy- 
sis, James E. Pinkerton, Ohio State University, 
1958 

Accounting for Revenue from Oil and Gas Pro- 
duction, W. Rowland Reed, University of 
Texas, 1958 

The Establishment of a Perpetual Inventory Con- 
trol System in a Plumbing Supply Company, 
George J. Romberg, Emory University, 1598 

The Operation and Accounting Controls of a Pari- 
Mutual System, Stanley I. Siegel, University 
of California (Berkeley), 1958 


Faculty Research 


Internal Pricing in Delegation Models, A. 
Charnes and W. W. Cooper, Carnegie Institute 
of Technology—Northwestern University 

Models of Accounting Control Systems, W. W. 
Cooper, Carnegie Institute of Technology 

Accounting System to Provide Management In- 
formation for Frozen Food Locker Operators, 
Robert L. Dickens, Duke University 

Integrated Systems—Men and Machines, Paul 
Kircher, University of California (Los Angeles) 

Use of Computers in the Federal Government, 
Paul Kircher, University of California (Los 
Angeles), 1958 


B. BUDGETING 
Doctors 


An Evaluation of Return on Investment Con- 
cepts as Applied to Capital Additions, Bill 
Bishop, University of Texas, (In Progress) 

An Inquiry into the Theory of Budgeting, Gordon 
B. Davis, Stanford University, (In Progress) 

A Study of the Use and Limitations of Budgetary 
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Control Systems for Marketing, Joseph W. 
Newman, Harvard University, 1958 

A Survey of the Planning and Control Practices 
of Leading American Companies with Particu- 
lar Emphasis on Budgeting, Burnard H. Sord, 
University of Texas, 1958 

Budget Control and Cost Behavior, Andrew C. 
Stedry, Carnegie Institute of Technology, (In 
Progress) 

The Use of Variable Budgeting as a Device for 
Management Planning and Control in the Ma- 
chine Tool Industry in Northeastern United 
States, John Yung Dong Tse, Harvard Uni- 
versity, 1957 


Masters 


Budgeting Techniques as Applied to Small Busi- 
nesses, Jack G. Hudson, Louisiana State Uni- 
versity, 1958 


Cc. COST ACCOUNTING—MANUFACTURING 
Doctors 


An Appraisal of Direct Costing, Carl Dennler, 
Jr., University of Wisconsin, (In Progress) 

Period Costing Versus Product Costing, James T. 
Johnson, Louisiana State University, (In Prog- 
ress) 

Accounting for Spoilage, Samuel Laimon, Uni- 
versity of Chicago, (In Progress) 

Direct Costing in Theory and Practice, Gerald O. 
Wentworth, Stanford University, (In Progress) 


Masters 


Distribution of Log Costs in the Lumber Indus- 
try, Bruce P. Budge, University of Idaho, 1958 

An Analysis of Tire Costing in a Tire Plant for 
the XYZ Rubber Company, Denzil Y. Causey, 
Emory University, 1958 

Cost Allocation of a Barrel of Crude Oil, Gordon 
B. Foster, University of California (Berkeley), 
1958 

A Study of the History and Development of Cost 
Accounting and Its Application to the Small 
Manufacturer, Eldon R. Fuller, Brigham 
Young University, 1958 

A Study of Arbitrary Methods of Product Cost 
Determination in the Oil Refining Industry, 
Burton R. Garmany, Louisiana State Uni- 
versity, 1958 

Analysis of Manufacturing Cost Variances, Trib- 
howan N. Jain, University of California 
(Berkeley), 1958 

Cost Accounting in the Wire Insulating Industry, 
Rudolph A. Marmaro, Hofstra College, 1958 

Standard Cost Accounting in a Diversified Tex- 
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tile Manufacturing Organization, Maurice 
Polk, University of North Carolina, 1958 

Control of Research and Development Cost, 
Francis A. Thibodeaux, Louisiana State Unj- 
versity, 1958 

The Development of Cost Information for the 
Control of Production Costs, Murray M. 
Galloway, Louisiana State University, 1958 


D. COST ACCOUNTING—DISTRIBUTION 


Masters 


Accounting for a Distributor in the Motion 
Picture Industry, Nathaniel Leichter, City 
College of New York, 1958 


E. CONTROLLERSHIP AND MANAGERIAL 
ACCOUNTING 


Doctors 


A Critical Analysis and Evaluation of the Theory 
and Application of Return on Investment in 
Measuring Managerial Performance, E. J. 
Blakely, University of Texas, (In Progress) 

Control of Material, Labor, and Burden Costs 
for Different Levels of Management, Don T. 
DeCoster, University of Texas, (In Progress) 

Direct Costing, Philip E. Fess, University of 
Illinois, (In Progress) 

Procedures of Controlling Capital Expenditures, 
Erich A. Helfert, Harvard University, 1958 

Capital Expenditure, Policies and Procedures, 
John B. Matthews, Jr., Harvard University, 
1957 

Decision Costs, Philip Meyers, University of 
Texas, (In Progress) 

An Investigation of Operations Research and 
Some of Its Effects upon Accountancy, Charles 
F. Nagy, University of Alabama, (In Progress) 

Accounting Measurement of Labor Productivity, 
Ted M. Rabun, University of Illinois, (In 
Progress) 

Use of the Rate of Return on Investment in the 
Evaluation of Performance, William Rotch, 
Harvard University, (In Progress) 

Use of Bayes Decision Theory in Quality Control, 
Arthur Schleifer, Harvard University, (In 
Progress) 

Mathematical Analysis of Costs (Use of Analytic 
Geometry Emphasized), Robert B. Sweeney, 
University of Texas, (In Progress) 

Leaseholds—Their Disclosure and Financial Con- 
sequence, Roy E. Tuttle, University of Minne- 
sota, (In Progress) 

Corporate Liquidity and Fund Management: A 
Study of Liquidity, Policies and Practices in 
Large Manufacturing Companies, Robert F. 
Vandell, Harvard University, 1958 


A Crit 
verst 
A Cost 
| tena 
Ma: 
4 
| bilit 
tule 
Some 
Em 
Joh 
195 
Lor 
Prici 
Co 
In 
Use « 
tre 
Ye 
| Accc 
S. 
1S 
| Ade 
C 
Co! 
| 
T 


tion 


Research Projects in Accounting 


Masters 


A Critical Analysis and Evaluation of the Con- 
trollership Function, Don T. DeCoster, Uni- 
versity of Texas, 1958 

A Cost Comparison Study in a Steel Mill’s Main- 
tenance Machine Shop, James E. Donaghy, 
Massachusetts Institute of Technology, 1958 

Organization and Accounting for Profit Responsi- 
bility, James H. Eacker, Massachusetts Insti- 
tute of Technology, 1958 

Some Aspects of Intracompany Pricing; With 
Emphasis on Safeway Stores, Kenneth S. 
Johnston, University of California (Berkeley), 
1958 

Responsibility Accounting, Robert N. Kearns, 
Louisiana State University, 1958 

Pricing Internal Transfers—A Problem in Intra- 
Company Transfers, Tsui Ophir, Massachusetts 
Institute of Technology, 1958 

Use of the Break-Even Chart in Managerial Con- 
trol, Bernard Waxelbaum, City College of New 
York, 1958 

Accounting for Construction Equipment, David 
S. Willman, University of California (Berkeley), 
1957 

Faculty Research 


Adequacy of Corporate Reporting for Investment 
Decision Making, Alan R. Cerf, University of 
California (Berkeley) 


F. INTERNAL AUDITING 
Masters 


Contemporary Reports and Reporting Practices 
of Internal Auditors, Myron B. Alvord, San 
Francisco State College, 1958 

An Investigation into the Theoretical and Practi- 
cal Application of Internal Control in Modern 
Hotels, Coral R. Bailey, University of Denver, 
1958 

A Statistical Approach to the Evaluation of In- 
ternal Control, Ronald G. Brown, University of 
California (Berkeley), 1958 

The Relationship of Internal Auditing to External 
Auditing, Fred J. Cox, Ohio State University, 
1958 

Internal Auditing in the Smaller Utah State 
Banks, John E. Cutler, University of Uiah, 
1958 

The Role of Internal Auditing in Management 
Control, David M. Hoffman, University of 
Texas, 1958 

A Survey of Management Opinion on the Use of 
Internal Auditing as an Administrative Tool, 
George M. Olson, University of California 
(Berkeley), 1957 


Internal Control System for Cash in Small 
Y.M.C.A.’s, Sung Soon Song, Southern Method 
ist University, 1958 


Faculty Research 


Internal Auditing Reporting Practices, Robert H. 
Van Voorhis, Louisiana State University 


G. CASE AND INDUSTRY STUDIES 
Doctors 


First Public Stock Financing of Small Corpora- 
tions, Vincent M. Jolivet, Harvard University, 
1957 

The Use of Stock Subscription Rights in the 
Financing of Gas and Electric Utility Com- 
panies, Leonard C. R. Langer, Harvard Uni- 
versity, 1958 

Financial and Accounting Problems in the Ex- 
pansion of the Natural Gas Industry, Paul 
LaGrone, University of Alabama, (In Progress) 

Life Insurance Accounting, James W. Noehl, 
University of Minnesota, (In Progress) 

Internal Control Practices of Missouri Banks, 
Ralph Skelly, University of Alabama, (In 
Progress) 

Masters 


Airport Accounting, Donald W. Gray, Ohio State 
University, 1958 

An Application of Direct Costing to Canneries, 
Maurice S. Moyal, University of California 
(Berkeley), 1958 

Controlling Effects of Copper Price Fluctuations 
on Inventories, Sterling Parrish, University of 
Washington, 1958 


H. MACHINE METHODS 
Doctors 


The Impact of Electronic Data Processing on the 
Audit Function, Felix Kaufman, University of 
Chicago, (In Progress) 

Study of Order-Processing Functions; Data 
Processing in Business, John P. McNerney, 
Harvard University, (In Progress) 


Masters 


Electronic Data Processing and Internal Audit- 
ing, Robert W. Davidson, Northeastern Uni- 
versity, 1958 

The Application of Electronic Digital Computers 
to Accounting in a Large Public Utility, Joseph 
T. Hydok, City College of New York, 1958 

The Business Computer Feasibility Study, John 
A. Lawlor, Northeastern University, 1958 

The Application of Electronic Computers to the 
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Business Office Problems, Matthew R. Pas- 
quale, The George Washington University, 1958 
Integrating Accounting Procedures for Tabulat- 
ing Equipment, Robert H. Schwinn, Miami 
University, 1958 

Manual versus Automatic Procedures in Certain 
Phases of Accounting, Robert X. Snider, 
Hofstra College, 1958 

Electronic Data Processing and Accounting Con- 
trol, John P. Thompson, Temple University, 
1958 


I. OTHER 
Doctors 
Monetary Policy and Sales Finance and Small 


Loan Companies’ Funds, 1949-1954, Ray Ed- 
ward Dawson, Northwestern University, 1957 


Masters 


Accounting for Trading Stamps at the Retail 
Level, Hollis A. Dixon, Texas Technological Col- 
lege, 1958 

An Introduction to the Accounting Aspects of 
Break-Even Analysis, James T. Hood, Louisi- 
ana State University, 1958 

Accounting for Pensions, Bokenfohr D. Kearns, 
Louisiana State University, 1958 

Accounting for Trading Stamps, Phyllis G. 
Young, University of California (Berkeley), 
1958 


Faculty Research 


Electronics in Business, Gardner M. Jones, 
Michigan State University, 1958 


VI. ACCOUNTING FOR NON-PROFIT 
ENTERPRISES 
A. GOVERNMENTAL ACCOUNTING 
Doctors 


Aspects of Managerial Control for Local Govern- 
ment Units in the Pittsburgh Area, P. William 
Capatch, University of Pittsburgh, (In Progress) 

Financial Efficiency in Air Force Management: 
An Analysis of the Working Capital Fund Con- 
cept, Jack W. Coleman, Indiana University, 
1958 

Management Control System for County High- 
way Departments, Emerson C. Erb, Jr., Indi- 
ana University, (In Progress) 

The Budgetary Control of Federal Expenditures, 
Panas Simasathien, University of Illinois, 1958 


Masters 


Problems of a Federal Agency in Adopting Ac- 
crual Accounting, Oscar C. Disler, The George 
Washington University, 1958 
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Appropriation Accounting in the State of Ohip 
on an IBM 650 Magnetic Drum Computer, 
Herbert J. Jones, Ohio State University, 1958 


B. INSTITUTIONAL ACCOUNTING 
Doctors 


Control Problems of Smaller Colleges and Uni- 
versities Doing Contract Research, C. Russell 
De Burlo, Jr., Harvard University, (In Progress) 

The Organization and Utilization of Accounting 
Data for Managerial Purposes in General 
Hospitals, Robert E. Linde, University of Mich 
igan, (In Progress) 


Masters 


Problems in the Accounting and Reporting of 
Public School Funds, Ronald E. Babcock, 
University of Oregon, 1958 

Responsibility Accounting: A Cost Accounting 
System for Hospitals, Chauncey W. Tuttle, 
Ohio State University, 1958 


VII. LEGAL AND GOVERNMENTAL 
ASPECTS OF ACCOUNTING 


A. TAXATION 
Doctors 


Third Structure Taxes; Applicability for Ken- 
tucky, Lewis C. Bell, Umiversity of Kentucky, 
1958 

An Analysis of Firms Not Adopting Accelerated 
Depreciation for Income Tax Purposes, Richard 
Lindhe, University of Chicago, (In Progress) 

A Study of the Use Being Made of Liberalized De- 
preciation Methods under the 1954 Revenue 
Code, Leo A. Poland, Indiana University, (In 
Progress) 

Masters 


The Net Worth Method as Employed by the In- 
ternal Revenue Service in Federal Income Tax 
Cases, Arnold R. Barnett, Pennsylvania Stale 
University, 1958 

Tax Acquisitions of Loss Corporations, Robert 
A. Behren, City College of New York, 1958 

Changes in Accounting Methods for Federal Tax 
Purposes, Rob L. Berrett, University of Wash- 
ington, 1957 

Spreading Income Plans, Henry H. Bolz, New 
York University, 1958 

Corporate Taxation and the Location of Indus- 
try: Idaho and Adjacent States, Robert W. 
Clark, University of Idaho, 1958 

A Study of the State Tax Structure of Rhode 
Island, Josephine A. Del Vecchio, University of 
Rhode Island, 1958 
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Research Projects in Accounting 


The Effect of the 1954 Tax Code on the Account- 
ing for Depreciation, Overton A. Faubus, 
Agricultural and Mechanical College of Texas, 
1958 

Long-Term Losses, Accounting Treatment vs. 
Tax Treatment, Robert S. Fell, City College of 
New York, 1958 

The Net Worth Methods of Recomputing Taxa- 
ble Income, Edward P. Fitzgerald, The George 
Washington University, 1958 

AStudy of Property Tax Mill Levy Limitation on 
Local Government Units in the State of Utah, 
Wells A. Grover, Brigham Young University, 
1958 

The Private Charitable Foundation—Its Role in 
Federal Income Tax Planning, Layton D. 
Hector, University of Texas, 1958 

Case Studies on the Unreasonable Accumulation 
of Surplus, Albert I. Katz, City College of New 
York, 1958 

The Reconstruction of Taxable Income by the 
Net Worth Method, Lydia E. Kess, City Col- 
lege of New York, 1958 

Qualified Pension Plans for the Small and Me- 
dium-Sized Corporation, Norman M. Piltzen, 
City College of New York, 1958 

A Study of Depreciation Accounting and Fed- 
eral Taxation, Robert H. Rusk, San Diego State 
College, 1958 

Federal Tax Considerations in Corporate Reor- 
ganizations, James A. Tassi, City College of New 
York, 1958 

Tax Consequences of Separating Corporate 
Businesses, Gordon D. Zuber, Agricultural and 
Mechanical College of Texas, 1958 


Faculty Research 


Tax Allocation and Railroad Accounting, Alan R. 
Cerf, University of California (Berkeley), 1958 

The Burden of Collection: The Work Burden and 
Cost of Tax Collections by Businesses for Local, 
State, and Federal Governments, Fred J. 
Mueller, University of Washington 


B, REGULATION 
Doctors 


Cash Working Capital Requirements in Regu- 
lated Companies, Jack H. Matthews, Indiana 
University, (In Progress) 

Influence of S. E. C. on the Development of Ac- 
counting, Charleton Schoeffler, University of 
Illinois, (In Progress) 

Rate of Return of Private Electric Utilities, Wil- 
liam C. Tuthill, University of Michigan, (In 
Progress) 
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Masters 


Valuation of Public Utility Properties for Rate 
Making Purposes, James Brown, Michigan 
State University, 1958 

Some Accounting Aspects of the Regulation of 
the Natural Gas Producer by the Federal 
Power Commission, Tommy M. Carey, South- 
ern Methodist University, 1958 

The Relationship of Independent Public or Certi- 
fied Public Accountants with the Securities and 
Exchange Commission, Kenneth M. Gibson, 
Louisiana State University, 1958 


Cc. CONTRACTS AND CONTRACT RENEGOTIATION 
Masters 


Accounting for Government Price Redetermin- 
able Contracts, Calvin Engler, City College of 
New York, 1958 

Controlling Research and Development Costs, 
Edward J. Keohan, Northeastern University, 
1958 

Accounting for Cost-Plus-Fixed-Fee Contracts 
for Research and Development, Stanley Sachs, 
City College of New York, 1958 


D. OTHER 
Doctors 


Accounting Concepts and Standards Underlying 
Social Regulation of Business, Hussein A. 
Sharaf, University of Illinois, (In Progress) 


VIII. REORGANIZATION AND LIQUIDATION 
A. INSOLVENCIES AND BANKRUPTCIES 
Masters 
Accounting for Net Operating Losses in Corpo- 
rate Reorganizations, Liquidations, and Other 
Conditions, Philip C. Owens, City College of 

New York, 1958 


B. CAPITAL READJUSTMENTS AND 
REORGANIZATIONS 


Doctors 


Criteria for Judging When New Accounting 
Entities are Created in Voluntary Corporate 
Reorganizations, William H. Culp, University 
of Michigan, (in Progress) 

Criteria Employed to Determine Value of Se- 
lected Private Transit Companies Transferred 
to Public Ownership—With Possible Applica- 
tion to the Pittsburgh Railways Company, 
Frank Wright, University of Pittsburgh, (In 
Progress) 
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IX. EDUCATION 


Masters 


A Study of the Subject Matter for Elementary 
Accounting at the Collegiate Level, Evelyn T. 
Borgersen, University of Washington, 1958 

A Guide to the Classification of Receipts and Dis- 
bursements for the Division Superintendent in 
the Public Schools of the State of Virginia, Wil- 
liam D. Durham, Jr., Virginia Polytechnic In- 
stitute, 1958 

A Study of the Presentation of Accounting Ma- 
terial at the Collegiate Level, Harry J. Kies, 
University of Illinois, 1958 

Effective Presentation of Accounting to Non-Ac- 
counting Major Business Students, Louis E. 
Mullen, University of Illinois, 1958 

Development of Materials for Use with the Over- 
head Projector in Teaching Elementary Ac- 
counting, J. Morgan White, Brigham Young 
University, 1958 

Correlation of High School Background with Ele- 
mentary Accounting Grades, Dolores A. Wick- 
line, Ohio University, 1958 
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Faculty Research 


Auditing Internship for College Seniors, Fred J. 
Mueller, University of Washington 


X. MISCELLANEOUS 
Doctors 


Factors Affecting the Selection of Countries for 
American Industrial Plant Locations in Cen. 
tral Europe, William R. Hoskins, Indiana Uni- 
versity, (In Progress) 

Investment Opportunities in the Early 1800's 
R. Bruce McCosh, Indiana University, 1958 


Masters 


A Study of Basic Problems in Developing Ac- 
counting Principles, Ted M. Rabun, University 
of Illinois, 1958 


Faculty Research 


Prologomena zu Ejiner Universalen Rechnung- 
wissenschaft, Richard V. Mattessich, Uni- 
versity of California (Berkeley), 1958 
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ASSOCIATE MEMBERSHIPS 


tion, the numbers of new Associate Memberships are reported by schools. These 


Fe THE INFORMATION of teaching members of the American Accounting Associa- 


include all applications processed by our Secretary’s Office during the period of 
August 25, 1958 through July 15, 1959 from schools with ten memberships or more. 


Extension University 
(240) 


University of Illinois 

University of Iowa 

City College of New York 


Drake University 
Fairleigh Dickinson University 


Mississippi State University 
University of Arkansas 


Bryant College 

DePaul University 

Miami University 
Michigan State University 


Franklin & Marshall College 
Husson College 

Mississippi Southern College 
Ohio State University 
Robert Morris 

Rutgers University 

Seton Hall University 


C. W. Post College 

Eastern Kentucky State College 
Fort Hays Kansas State College 
Howard University 
International Accounting Society 
Kansas State Teachers College 
Los Angeles State College 


Alfred University 

Arizona State College 
Ashland College 

Ball State a College 
Bellarmine College 

Bradley University 
Brooklyn College 


Over 100 Members 
University of Miami (161) 
Indiana University (148) 
New York University (119) 


90-100 Members 
80-90 Members 


70-80 Members 
University of North Carolina 


60-70 Members 
Pace College 


50-60 Members 
University of Texas 


40-50 Members 


Pennsylvania Military College 
San Jose State College 
University of Puerto Rico 


30-40 Members 


University of Buffalo 
University of Cincinnati 
University of Denver 
University of Detroit 
University of Minnesota 
University of Missouri 
University of North Dakota 


20-30 Members 


Louisiana State College 
McGill University 

North College 
Quincy 

San Diego State College 
University of Alabama 
University of California 


10-20 Members 
Canisius College 
Catawba College 
Chuo University 
Clark University 
Columbia Universi 
Coo) Institute of Business 
University 
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Scheel of Fleece (10) 


University of Pittsburgh 
University of Utah 
University of W 

University of Wisconsin 
Western University 


niversity of Michi 
University of Scranton 
University of South Dakota 
Villanova University 
Waseda University 
Wayne University 


Co 
Florence State Teachers College 
Florida State University 
George Washington University 


for 
Cen- 
00's, 
Ac 
rsity 
East Washington College of Edu- 
cation 
Everett Junior College 
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Golden Gate College 

Harpur College 

Howard F. Green School of Ac- 
counting 

Indiana State Teachers College 

Iona College 

Kansas City Junior College 

LaSalle College 

Long Island University 

Louisiana State University in New 
Orleans 

Loyola University 

Millikin University 

Mississippi Vocational College 

Morris Harvey College 

Northeastern University 

Northwestern University 

Pennsylvania State University 
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Portsmouth Interstate Business 
College 

rovidence Co 
Rider Coll 
Roosevelt 
Sacramento State College 
St. John’s University 
St. Joseph’s College 
St. Mary’s University 
St. Norbert Coll 
Southern Methodist Universit: 
Southwest Missouri State Co 
Stevens’ Henager College 
Susquehanna University 
Syracuse University 
Tennessee Wesleyan College 
Texas A. and M. 
Texas Technological College 


University of Baltimore 
University of Chicago 
University of Colorado 
University of Florida 
University of Kansas City 
University of Maryland 
University of New Mexico 
University of Oklahoma 
University of Omaha 
University of Pennsylvania 
University of San Francisco 
University of Southern California 
Walton School of Commerce 
West Liberty College 
Wichita University 
Woodbury College 

Xavier University 
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THE TEACHERS’ CLINIC 


GLEN G. YANKEE 


Eprror’s Note: This section of Taz AccounTING REview is devoted to matters of particular interest to account- 
ing instructors. The contribution of articles bearing on the nature ead ge of various types of accounting 


education, or dealing with techniques of accounting instruction, is invi' 


all correspondence to Glen G. 


Yankee, School of Business Administration, Miami University, Oxford, Ohio. 


ACCOUNTING ACHIEVEMENT IN CONVENTIONAL AND TELEVISION 
CLASSES AT THE UNIVERSITY OF MIAMI* 


RAMON JOSE DE Reyna, II 
Los Angeles State College 


The colleges and universities of the 
United States are confronted today with 
unprecedented expansion problems. Tele- 
vision instruction may provide answers 
to some of these problems. To meet the 
demands placed upon them for instructors 
and for physical facilities to accomodate 
expanding student enrollments, educators 
throughout the country are experimenting 
with mass communication techniques such 
as radio, tape recordings, and television. 
The concentration of interest, however, 
has been on instructional television as an 
appropriate means to solve problems of 
presenting courses to increasingly large 
numbers of students with available facul- 
ties. 

To determine the potentialities, advan- 
tages, and limitations of instructional 
television, colleges and universities are 
conducting experimental courses in tele- 
vision in many areas of higher education. 
The Pennsylvania State University and 
Miami University (Ohio) have made no- 
table studies in the use of television in- 
struction for college courses. In the aca- 
demic year 1957-1958, the Accounting 
Department of the University of Miami 
at Coral Gables, Florida, began to televise 
some of its courses to non-accounting ma- 
jors. In the fall semester of that year, the 
television method was used in teaching 


four sections of first semester freshman 
accounting. In the spring semester, several 
sections of both first and second semester 
accounting were televised. This study was 
conducted to determine the effectiveness 
of this new method of instruction at the 
University of Miami. 

The purpose of this study was to com- 
pare the achievement of students studying 
accounting by the television method at 
the University of Miami with the achieve- 
ment of students studying by the con- 
ventional method of instruction. It was 
also the purpose of the study to ascertain 
the opinions of the faculty and students 
concerning the program on instructional 
television for freshman accounting courses 
at the University of Miami. 


PROCEDURE 


A proven educational experimental pro- 
cedure was followed in comparing achieve- 
ment results of the freshman students in 
second semester accounting television sec- 
tions and conventional sections. Four 
sections, two for conventional instruction 
and two for television instruction, were 
selected and equated for this study. The 
students in these equated sections were 
tested twice during the semester to deter- 


* This is based on a Master’s thesis, Uni- 
versity of Miami, 1959. 
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mine whether any differences between the 
achievement of students in television sec- 
tions and the students in conventional 
sections could be attributed to the teach- 
ing methods used. 

Two members of the staff were ap- 
pointed by the Chairman of the Account- 
ing Department to instruct the students 
in the four sections. Both instructors had 
considerable experience in classroom in- 
struction and were of professorial rank. 
Each instructor was assigned to teach the 
students in second semester freshman ac- 
counting. The students in the two con- 
ventional sections were in the same room 
as their instructor. In the two television 
sections the students and their instructors 
were in different rooms, and closed-circuit 
television was used to teach the students 
material comparable to that which was 
presented in conventional sections. An 
assistant was present in each television 
section classroom. The duties of the as- 
sistants were to record attendance, ad- 
minister examinations, answer questions 
in the classrooms, and to assist the stu- 
dents following the televised lectures in 
solving the assigned homework problems. 

To obtain data for comparing achieve- 
ment of the students in the conventional 
and television sections, all four sections 
were given an Interim Examination and a 
Final Examination. The Interim Exami- 
nation was given after six weeks’ instruc- 
tion and was based on subject matter 
covered during this period. The examina- 
tion date was announced to the students 
one week in advance. After thirteen weeks 
of class the Final Examination was given 
to the students in the four sections. On 
the Final Examination, the students were 
not tested on subject matter covered in 
the first six weeks of class, since that ma- 
terial had been covered on the Interim 
Examination. The Final Examination 
date was announced to the students one 


week in advance. Both of these examina- 
tions were of the multiple-choice type. 

Results of the Interim Examination and 
of the Final Examination were analyzed 
on a statistical basis. On each examina- 
tion, the measures of central tendency 
were higher for the conventional sections 
than the same measures determined for 
the scores of students in the television 
sections. Correspondingly, the measures 
of dispersion tended to be somewhat lower 
for the conventional sections than similar 
measures for the television sections. How- 
ever, these observed differences were not 
statistically significant, as determined by 
the levels of confidence. 

Tabulated statistical comparisons of 
this study are included as an appendix to 
this paper. 


OPINIONS OF THE FACULTY AND 
OF THE STUDENTS 


Written questionnaires were completed 
at the end of the semester by the two in- 
structors and by eighty-six students in 
five television sections. Two of these five 
sections were the experimental sections 
used for this study. The opinions of the 
students in the other three sections were 
included to get a complete perspective of 
the method of television instruction in use 
at the University of Miami. Table I sum- 
marizes the points of agreement and dis- 
agreement indicated by the two instructors 
and by the eighty-six students on the 
questionnaires. 

Both the instructors and the students 
felt that students learned much less in 
television classes than was learned in con- 
ventional classes. The reasons advanced 
for this opinion were that students could 
not ask questions of their instructors, 
there were space limitations on the use of 
the blackboard as a teaching aid, and 
figures appeared illegible on the screens of 
the television receivers. One of the in- 
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Taste I. Pornts or AGREEMENT AND DISAGREEMENT BETWEEN THE Two FacuLty MEMBERS 
AND AMONG THE Ercuty-Srx STupENTs AS INDICATED ON THE QUESTIONNAIRES 


Faculty 


From a qualitative standpoint, students learned much 
less in the television course. 
The television course was more interesting than con- 
Students missed “‘a great deal” because they were un- 
_ to participate in class discussions and ask ques- 
tents who viewed television had fewer distractions 
than students in conventional classes............. 
Instructors did not know their television students as 
well as they knew their conventional section stu- 


Agreement Disagreement (per cent cent 
of total) 

x 80 20 

21 79 

x 48 52 

x 23 77 

x 74 26 


structors agreed with the majority opinion 
of the television students that television 
instruction is less interesting than con- 
ventional instruction. The other instructor 
felt that television instruction was more 
interesting because of the variety of tele- 
vision presentation. 

The instructors and the students were 
generally in accord in their opinions on the 
advantages and disadvantages of tele- 
vised instruction. Typical examples of the 
principal advantages of televised instruc- 
tion were: better use of experienced in- 
structors, better planned instruction, 
ability to reach a large audience, and less 
interruption of the lecturer. Economy to 
the university and the gaining of experi- 
ence by the graduate assistants were also 
reported as advantages by members of 
both groups. The disadvantages of in- 
structional television reported by the 
students were: boredom, lack of student 
participation in discussions during a class, 
lack of personal contact between the stu- 
dents and their lecturer, and distractions 
caused by technical difficulties. 

The instructors and the students also 
agreed that students missed “‘a great deal” 
because they could not participate in class 
discussions or direct questions to the lec- 


turer. Typical comments from students 
who missed class discussions and the op- 
portunity to ask questions of their lec- 
turer were: 

“Some of the questions I would have asked 
were forgotten.” 

“Because many things were not clear to me, I 
lost part of the lecture trying to figure out the 
parts that I did not know.” 

“It made doing homework problems harder.” 

‘“‘At a particular part of the lecture you are not 
able to ask a specific question while it is fresh in 
your mind.” 

“The personal touch, which I value very 
highly, is missing between the instructor and the 
class.’ 


The students who reported that they 
“did not miss at all” participating in class 
discussions felt that the subject matter 
was covered efficiently and that most of 
the questions were answered by the lec- 
turer. 

The students and one of the instructors 
disagreed with the theory that students in 
television sections received more effective 
instruction than students in conventional 
sections because the television students 
had fewer distractions and could concen- 
trate on what was taught. The other in- 
structor agreed with qualification. Stu- 
dents and instructors also agreed that they 


Students 

ed Agreement Disagreement 7 

na- \ 

icy 

ns 

for 

on 

res 

lar 

ot 

by 

of 

to 

d 

l- 

n 

e 

€ 

f 

3 


654 The Accounting Review 


did not know each other as well in the 
television course as they would have done 
in a conventional course. The students 
who felt that they knew their television 
instructors as well or better than conven- 
tional instructors reported that they had 
consulted their television instructors after 
class or during the instructors’ office hours. 

One instructor stated that he believed 
that the experiment which provided the 
basis for this study should be continued. 
He felt that at some time in the future a 
large influx of students with a limited 
number of available qualified instructors 
might require a choice of instructional 
television, large lecture classes, or small 
classes taught by graduate assistants. 

In summary, both the students and 
their instructors generally agreed that 
students learned less in television classes 
than students learned in conventional 
classes and that the televised course was 
less interesting than the conventionally 
taught course. In considering the opinions 
of the students in television classes, how- 
ever, it must be kept in mind that students 
who do not do well in a course might tend 
to rationalize that this poor work was 
caused by factors other than their lack of 
study. The students who did poorly in the 
television courses may have used the tele- 
vision technique to rationalize their poor 
performance. 


COMPARISON OF COSTS 


A study was also made of the compara- 
tive costs of the two methods of instruc- 
tion used for teaching accounting. These 
costs pertained to the spring semester of 
1958. 

The per student cost of the conventional 
instruction was lower for the course than 
the per student cost for television instruc- 
tion. It must be pointed out, however, 
that television instruction is basically a 
mass communication technique. Large 
groups of students are a requirement for 


advantageous use of this media. At the 
University of Miami in the spring semester 
of 1958, three or four sections were taught 
over television at the same hour. Eight or 
ten sections could have been taught 
simultaneously, thereby lowering the per 
student cost for television considerably 
below that experienced for conventional 
classes. The cost per student would have 
been lower because the professorial cost 
and other fixed costs would have been 
apportioned over a larger number of tele- 
vision students. Of course, variable costs 
(assistant instructors and _ operators) 
would have increased proportionately. 


CONCLUSIONS 


The following conclusions can be drawn 
from this study of accounting achieve- 
ment: 

1. Although there were actual differ- 
ences on the Interim Examination and on 
the Final Examination between the scores 
of students in television classes and the 
scores of students in conventional classes, 
it cannot be concluded that television 
students did not acquire as much under- 
standing of the basic subject matter as did 
the students in conventional sections. 
This is indicated by a level of confidence 
(t) of approximately .6 on each examina- 
tion. The differences that appeared on 
these examinations could have occurred 
by chance in approximately six out of ten 
cases for groups of the size used in this 
study. The actual differences that were 
found, therefore, were not statistically 
significant. 

2. The selection of students for tele- 
vision accounting classes or for conven- 
tional accounting classes on the basis of 
their ability as determined by the factors 
used to equate the groups cannot be justi- 
fied. This was indicated by the high de- 
gree of positive correlation on each ex- 
amination between the scores of the stu- 
dents in the television sections and the 
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scores of students in the conventional 
classes. 

3. Students and instructors in the tele- 
vision sections estimated that the amount 
students learned in the course was much 
less than that indicated by their grades. 
Students who did poorly in the course 
may have used as a rationalization the 
television technique, rather than their 
lack of study or some other factor. 

4. The majority of the students was 
disenchanted with television as a method 
of teaching accounting. They also missed 
the customary personal contact with the 
instructors, as well as the opportunity for 
class discussions. 

5. The quality of instructional tele- 
vision will improve with time as experi- 
ence is gained by instructors and television 
personnel. Acceptance of instructional 
television by administration, faculty, 
students, and the general public will 
probably increase as experience is gained. 

6. The success of instructional tele- 
vision, however, will require carefully 
planned lectures, demonstrations, and the 
use of good audio-visual aids. 

Since instructional television is a new 
area in education, and in accounting in 
particular, there is a need for extensive 
research, experimentation, and study. 
Experiments should be conducted using 
larger samples for television and conven- 
tional classes. The value of television 
instruction can not be determined with- 
out further experimentation and research, 
but the specter of larger enrollments seems 
to make such studies—in other areas of 
business as well as accounting—well worth 
while. 


APPENDIX 


Taste II. Data on MEASURES OF CENTRAL TENDENCY 
Inter EXAMINATION AND FINAL EXAMINATION 


Interim Final 
Examination Examination 
Tele- Conven- Tele- Conven- 


92 64.62 45.38 50.19 
50 66.00 45.00 50.00 
irst 
44.00 48.00 35.00 40.00 
68.00 76.00 55.00 60.00 


Taste III. Data on MEAsuRES OF DISPERSION 
INTERIM EXAMINATION AND FINAL EXAMINATION 


Interim Final 
Exomineti Examinali 
Tele- Conven- Tele- Comven- 
ional 

Sections Sections Sections Sections 


Devia- 
tion (¢)..... 12.73 13.48 8.84 6.49 


Taste IV. Data on RELIABILITY AND SIGNIFICANCE 
or STATISTICAL MEASURES 
Inrerm EXAMINATION AND FINAL EXAMINATION 


Examination 
Interim Final 
Standard error of the difference be- 
Level of confidence for #......... 60 57 


Tasre V. Data ON CORRELATION OF SCORES 
Interm EXAMINATION AND Final EXAMINATION 


Examination 
Interim Final 
Coefficient of correlation (r). .. . 9633 -9468 
error of i 
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THE USE OF VISUAL AIDS IN THE TEACHING OF ACCOUNTING 


Joun A. FROEBE 
Fenn College 


In an article by Professor J. W. Rus- 
winckel, “A Report on the Use of Visual 
Aids in the Teaching of Accounting” in 
the July 1952 issue of THe AccoUNTING 
REVIEW, various ways of presenting new 
material and solutions to assigned prob- 
lems with slides and transparencies were 
discussed. Professor Ruswinckel explained 
that there were many advantages in us- 
ing visual aids in the accounting class- 
room and there were also some important 
disadvantages, namely, the time required 
for preparing the material for photo- 
graphing and binding the films in glass 
protectors after the frames were processed. 

At that time (1952), the projectors 
available were comparatively large and 
heavy and it was almost mandatory to use 
a thousand-watt projector bulb unless the 
class was scheduled in a special projection 
room. Black and white “Kodak Micro- 
file” film was found to be the most suit- 
able for making slides, and it was a com- 
paratively slow film and required consid- 
erable processing. 

In the race for competitive position in 
the photographic industry in the last seven 
years, the manufacturers of cameras, pro- 
jectors, screens, and films have made tre- 
mendous improvements in their products. 
The present-day projectors are very com- 
pact, and the lamps, lenses, condensers, 
and automatic changers now make slide 
projecting effortless. Now, the instructor 
can load a projector with a tray of slides 
and operate it from the front of the class- 
room by remote control. A slide can be 
left in a projector with a motor-driven fan 
for an indefinite time without overheat- 
ing. The new color films are so fast that 
it would be only a small exaggeration to 
say that an exposure of a yellow shuttle 


car could be made in a coal mine at mid- 
night. 

For the past two or three years at Fenn 
College, fast color film has been used for 
copying solutions of long problems in- 
volving consolidated statements. The so- 
lutions are projected on a screen in sec- 
tions and the instructor and students 
work forward until the complete solution 
of a problem has been covered. Fre- 
quently, it is necessary to photograph 
four or five frames in order to cover com- 
pletely all phases of one solution. By using 
a filter over the camera lens when copying 
black and white material on color film, the 
processed film will show a slightly bluish 
color on the screen but the projected ma- 
terial can be read without any difficulty. 
Ordinarily, an exposed roll of color film 
will be processed, mounted in cardboard 
frames ready for use and returned by your 
dealer within three days, or one week at 
the most. 

Many accounting departments offer 
courses in the fundamentals of elementary 
accounting or cost accounting for en- 
gineers and other non-accounting majors. 
Frequently, most of the members of these 
classes are advanced students and the pace 
of the work can be accelerated in com- 
parison with the speed at which the mater- 
ial can be presented to freshmen. The 
balance sheets, income and other state- 
ments of well-known corporations can be 
used as source material for making slides 
for illustrating and explaining accounting 
concepts and, thereby, maintaining a fast 
tempo in these classes. 

A few years ago the American Iron and 
Steel Institute published reprints of manu- 
facturing flow charts from Steelways 
Magazine under the title ‘Steelmaking 
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Illustrated.” In this publication are draw- 
ings in color of such operations as mining 
limestone, washing and grading coal, man- 
ufacturing taconite, making iron in a 
blast furnace, making steel in an open 
hearth, rolling plates and other operations 
basic in the steel industry. 

We have copied a number of these 
colored drawings on color film and use 
them in the course in Cost Accounting. 
There are no better media for explaining 
departmentalization, for illustrating the 
concept of a cost center, for showing how 
burden would be applied to specific opera- 
tions, for tracing the flow of the raw ma- 
terial from the initial process to finished 
goods and for illustrating other cost- 
finding applications. Many college stu- 
dents have never visited a steel mill, or any 
other large manufacturing concern, and 
have difficulty visualizing such a com- 
plicated stream of sequential processes. By 
using color slides, it is possible to eliminate 
hours of time that otherwise would be 
consumed in “explaining.” 

According to an old Chinese proverb, 
“One picture is worth a thousand words.” 
At the time this observation was made, 
the Chinese knew nothing of the appeal 
of a brilliantly colored Anscochrome or 
Kodachrome reproduction on a good pro- 
jection screen. One has only to use his 
imagination to appreciate the almost 
limitless amount of material available for 
classroom use. 

Undoubtedly, many college professors 
are good photographers and possess cam- 


eras that can be used for copying from 
books, annual reports, brochures, mag- 
azines, and other source material. The 
single-lens reflex is best suited for this 
work because the focusing is done on the 
ground-glass screen at the top of the 
camera. However, it may be necessary to 
purchase a lens-tube for photographing 
close work. For other cameras, it may be 
necessary to buy a supplementary “close- 
up” lens. Any good photographic dealer 
will be glad to assist in this matter. 

If an instructor does not care to do his 
own photographic work, a photo dealer 
will furnish the names of advanced 
amateurs in the community who will copy 
the material for a nominal sum. As a rule, 
the large universities have very complete 
photographic or audio-visual aid depart- 
ments where almost any kind of photo- 
graphic work can be done. As stated 
previously, the processing of color film 
should be done by a professional labora- 
tory specializing in color work. The total 
cost of the film and processing should not 
exceed twenty cents per frame. By using 
ordinary care in handling and storing the 
finished films, they can be used indefi- 
nitely. 

In the not too distant future there will 
be a frightening increase in college enroll- 
ment without a commensurate increase in 
faculty. Methods for teaching large classes 
will have to be adopted and visual aids in 
one form or another may well be the an- 
swer. 
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ADDING FLEXIBILITY TO THE ACCOUNTING CURRICULUM: 
AN ACCELERATED PROGRAM 


VERNON K. ZIMMERMAN 
University of Illinois 


Contemporary accounting education in 
American universities and colleges has de- 
veloped a generally satisfactory curricu- 
lum of study. The recent graduates of ac- 
counting schools give continuous testi- 
mony of the general adequacy of their 
collegiate preparation by their successful 
performances in all the various avenues of 
activity within the accounting profession. 
For such results, much credit must be 
given to the degree of successful standardi- 
zation of collegiate accounting curricula 
throughout the country. 

However, in any standardized educa- 
tional curriculum, the student with a 
special educational need cannot be served 
adequately by a curriculum designed for 
and tested by the normal or typical stu- 
dent. Our accounting curricula were 
initially established and are ever being re- 
vised to fit the educational needs of the 
majority of students, i.e., the normal ac- 
counting major. But what of the student 
who has an educational need that does not 
allow his merger into the existing stand- 
ardized or normal curriculum? 

In order to find an answer, logic di- 
rects us to an analysis of the causes of this 
educational problem. What unique, aca- 
demic circumstances create individual 
scholastic situations that cannot properly 
be fitted into the existing accounting cur- 
riculum? The two primary causes seem to 
be: (1) A physical change of educational 
location before completion of a full under- 
graduate program. Such changes are fre- 
quent in contemporary education and are 
both mandatory and expected in some 
cases, such as students of our junior 
colleges. (2) A personal change of his 
major field of study. It might be possible 


to ignore the special needs of the student 
making such a change with the observa- 
tion that the student himself is responsible 
for the transfer and therefore he must him- 
self suffer any educational lags or dis- 
comforts collateral to such action. But 
mere inattention does not solve a prob- 
lem that certainly is increasing in quan- 
titative terms as our total college popula- 
tion continues to rise. Moreover, many 
commerce educators are already receiving 
and anticipate an increasing number of 
entrance requests from those students 
who, infiuenced perhaps by the “‘sputnik”- 
induced glamour of certain curricula, se- 
lected a personally unsuitable major. 
The accounting departments of today’s 
colleges of commerce are thus faced with 
the challenge of adapting their standard 
curricula to meet the specific educational 
needs of a special type of student, a stu- 
dent who decides that he wishes to enroll 
in a college of commerce with the specific 
goal of becoming an accounting major 
after having achieved the completion of 
two, three, or four years of college work 
and having benefitted from the collateral 
self-development and personal maturity. 
Is there any reason to adapt a successful 
four-year curriculum for the particular 
benefit of a latecomer? For the academic 
“washout” or the chronic transfer case, 
the answer should be no. There should be 
little desire to accommodate the demon- 
strated scholastic failure. But should the 
scholar of demonstrated academic talent 
be penalized because of either a mandatory 
or voluntary transfer? To the extent that 
academic resources permit, it seems that 
such qualified students possessing particu- 
lar needs should be afforded an expedi- 
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tious sequence of courses which would still 
permit him to complete collegiate training 
in accounting within a reasonable period of 
time. 

In relating the needs of the new transfer 
accounting major with advanced under- 
graduate standing or with an undergrad- 
uate degree in another field, two considera- 
tions demand particular attention: (1) 
Academic time lag caused by a rigid 
adherence to prescribed sequential courses. 
Such rigidity makes it patently impossible 
for a transfer student to complete a three- 
or four-year course in a lesser period of 
time. Generally, it is possible to dismiss 
the scheduling problems for all courses 
except those in the major field where there 
ordinarily exists a normal sequential ar- 
rangement of required courses. (2) Educa- 
tional adequacy of the initial courses in 
his new major area of study for the trans- 
fer student. It is not reasonable to expect 
courses designed for freshmen and soph- 
omores to offer sufficient educational 
challenge for an undergraduate of ad- 
vanced standing and of demonstrated 
academic ability. 

With particular appreciation of the spe- 
cial problems involved for the transfer 
student of advanced standing, the De- 
partment of Accountancy of the Univer- 
sity of Illinois had designed an experi- 
mental curriculum specifically tailored for 
the growing number of such transfer stu- 
dents. Three new courses were established 
to aid those transfer students who desire 
to major in accountancy. These courses 
are combinations of various sequential 
courses already existing in the standard 
four-year curriculum and allow the accel- 
eration of sequential courses desired by 
the transfer student. 


Accountancy 208. Elementary and Intermediate 
Accounting. Fundamentals of proprietorship, 
partnership and corporation accounting; con- 
sideration at the intermediate level of modern 
basic concepts of accounting theory; interpre- 
tation of financial statements and analysis of 


the principal accounts represented therein. 
Prerequisites: junior standing, a general uni- 
versity average of 3.75 (A=5.00). Five (5) 
semester hours, first semester only. 


Accountancy 216. Elementary and Advanced 
Cost Accounting. Accounting for production 
management; principles and methods of ac- 
counting for managerial control of costs of pro- 
duction, including the use of standard costs. 
Prerequisites: junior standing, elementary ac- 
counting, a general university average of 3.75. 
Five (5) semester hours, second semester only. 


Accountancy 271. Advanced Accounting and 
Auditing. Accounting for partnerships, con- 
solidated balance sheets, actuarial computa- 
tions and applications, insurance, specialized 
financial statements, and auditing techniques 
and procedures and their applications, includ- 
ing an introduction to the work of internal and 
independent auditors. Prerequisites: Inter- 
mediate accounting, senior standing, a general 
university average of 3.75, and an average of 
3.00 in preceding courses in accounting. Five 
(5) semester hours, second semester only. 


Conclusions 


After three years of testing, the accel- 
erated program in accountancy at the 
University of Illinois designed for the 
qualified transfer student has made evi- 
dent several advantages of such a program. 
Better than average scholastic abilities 
combined with small class enrollments 
and a resulting informal classroom at- 
mosphere have made these courses most 
rewarding—both for the students and for 
the teachers. Achievements by the mem- 
bers of the initial classes, both in the area 
of CPA examination proficiency and in 
the industrial accounting field, give tan- 
gible tokens affording encouragement as 
to the adequacy and success of such an 
accelerated program. Limiting factors to 
the widespread adoption of such a pro- 
gram are the relatively small number of 
qualified potential enrollees, the higher 
unit cost of instruction, and certain ad- 
ministrative scheduling problems. 

One of the general criticisms directed 
against general university education has 
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been the failure of the large university to 
meet the specialized educational needs 
of individual students and of small groups 
of students. The new accelerated program 


in accountancy at the University of IIl- 
inois is an attempt to meet the particular 


needs of a special group of university 
students. 


ACCOUNT CLASSIFICATION AND PRINCIPLE CODIFICATION 


Norman D. HEpDISH 
University of Illinois at Chicago 


In the January, 1959 issue of THE Ac- 
COUNTING REVIEW, Professor Lipkin pro- 
posed a dynamic equation to reflect the 
organization of accounting elements. To 
fully obtain the use of this equation 
dynamic teaching methods are called for. 
Traditional approaches to the introduction 
of accounting principles have centered 
upon the, “Balance Sheet,” (analytical), 
or the “Journal,” (mechanical). A third 
and rather infrequently used approach to 
fundamental accounting principles is the 
chart of accounts approach. 

The “Balance Sheet” approach centers 
upon the fundamental or basic equation 
which organizes the elements of a business 
entity into three groups—Assets, Liabili- 
ties and Proprietorship. Therefore, all ac- 
counts are classified as being a member of 
a class and accounting principles are pro- 
posed and codified to reflect the changes 
which take place within the class. This 
reflection of change is, of course, the 
Balance Sheet, while the cause of change 
is the Statement of Profit and Loss. 

The “Journal” approach centers around 
the concept that the accounting for busi- 
ness transactions is cyclic in nature. Thus, 
the student of accounting is led through 
the steps of the cycle. This mechanical ap- 
proach is sufficient if one desires to teach 
bookkeeping, but it does not suffice if one 
desires to teach accounting! The teaching 
of accounting requires thinking upon the 
part of the instructor as well as the stu- 
dent. The teaching of the accounting 


cycle does not prepare the student to 
analyze a business transaction in terms of 
the elements of the firm that are affected. 
Yet, it is paradoxical that unless and until 
these elements are identified, no journal 
entry can be made! 

How does one determine the “‘elements” 
of a Firm? It is unfortunate in the opinion 
of the writer that there is not greater una- 
nimity as regards the definition of the 
accounting elements of a firm than exists 
in current literature. For the proponents 
of the “Balance Sheet” equation the fol- 
lowing quotations from various account- 
ing texts designed for the elementary level 
student are of interest: 


“Regardless of the number of accounts kept, 
they can be segregated into three general classes, 
and they should be grouped according to these 
classes in the ledger. The usual custom is to ar- 
range the asset accounts first, the liability ac- 
counts second, and the proprietorship accounts, 
including income and expense accounts last.”” 

“Although accounts are said to be classified 
when they are designated as assets, liabilities, 
(including proprietorship) (sic) expenses, incomes 
or mixed accounts, there is a slightly different but 
very popular meaning attached to the phrase 
‘classification of accounts.’ This expression is used 
to mean a list in detail of all the accounts used in 
a business, such accounts being grouped under 
general headings—assets, liabilities, expenses and 
income... 


1 J. F. Sherwood, A. B. Carson, and Clem Boling, 
College Accounting Sixth Edition, South-Western Pub- 
lishing Company, Chicago, 1957 pp. 30-31. 

?C. A. Moyer and Hiram T. Scovill, Fundamental 
Principles of Accounting og Wiley and Sons, Inc., 
New York, 1954, pp. 105-106 
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“To facilitate statement preparation accounts 
are placed in the ledger according to their classifi- 
cation as assets, liabilities, owners equity, revenue 
and expense... .’”” 

“Insofar as possible, the order of the accounts 
in the ledger should agree with the order of items 
on the balance sheet and the income statement.’””* 


These quotations indicate to some extent 
the lack of agreement that exists among 
accountants and accounting educators 
when they try to define the elements of a 
firm. Proprietorship is defined in at least 
three distinct ways—(1) inclusive of in- 
come and expense, (2) as a liability and 
(3) as owners equity. 

If the basic equation A—L=P or 
or A=L+P+Pc+Pi (Pc is Proprietor- 
ship created, i.e Revenue minus Expenses, 
and Pi is Proprietorship invested during 
the period under review) is not clearly 
definable then some other source must 
provide information relative to the ele- 
ments of a firm.”’ The chart of accounts of 
any firm provides the information de- 
sired. The chart of accounts for any firm 
indicates the nature of its assets, the 
liability elements, the equity structure, 
the sources of revenue, the expenses (Cost 
of Sales, Cost of Manufacturing inclusive 
of Selling and Administrative Expenses) 
and the summary accounts. 

As already indicated, there can be no 
journalization of transactions until such 
time as the elements involved are identi- 
fied. Once this has been done the ac- 
counting student can then frame his entry 
in terms of the general accounting prin- 
ciples involved with specific reference to 
the accounts of the firm involved. This is 
in line with Professor Dunn’s article in 
which he discussed a method of assisting 
students in transaction analysis.’ While it 
is true that the rules of debit and credit as 
cited in Professor Dunn’s article are im- 
portant, one can not ignore the function of 
the account itself: 


“The account is the focal point of the statisti- 


cal method used in accounting. The objective of 
bookkeeping is to get the changes resulting from a 
financial transaction or event recorded in the 
proper account.’ 


Thus, the accounting student must learn 
analysis of transactions from the point of 
view of the firm as reflected in its chart of 
accounts and from the point of view of 
principles codified by the American In- 
stitute of Accountants and the American 
Accounting Association. This point of 
view is expressed by Easton and Newton’ 
in their text when they state: 


“The number and titles of the accounts used 
depend upon the type of business and the amount 
of detailed information desired. If few ‘break- 
downs’ are desired, there can be relatively few ac- 
counts. When more detailed information is 
wanted, more accounts are necessary to provide 
for the accumulation of additional data. The titles 
of accounts are primarily determined by the na- 
ture of the costs and debts incurred, the kind of 
income, efc., and consequently, there can be no 
specific formula for the selection of account titles 
for a particular business. Judgment must be em- 
ployed in the selection of account titles and, when 
appropriate, the most commonly accepted titles 
should be used in order to make statements com- 
parable.” 


The student of accounting even at the 
most elementary level must be led initially 
through concept formation and applica- 
tion of the concept formed. However, if 
the student is to progress he must develop 
analytical ability. To develop this ability 
the student must think of transactions not 


* George A. MacFarland, Robert D. A and 
M Book fing Incorporated, Nev 
tion, McGraw- pany 
York, 1957, PP. 74, 

‘ Noble, oward S. and C. Rollin Ni , Ac- 
counting Principles, Seventh Edition, South-Western 
Publishing Company, Chi , 1957, pp. 58. 

5 Clarence L. Dunn, “He ping Accounting Students 
to Learn How to Analyze a Business Transaction, 
pt on Review, Vol. XXXI, July, 1956, pp. 

®C. Aubrey Smith and Jim G. Ashburne, Financial 
and Se Accounting, McGraw-Hill, New 


York, 1955, 
t raw-. 
New York, 1958, p. 27. 
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only in terms of “What do I debit and 
what do I credit?”’, but he must further 
ask himself, “does my entry fully reflect 
this transaction in terms of the general 
accounting principles involved and the 
specific accounts affected for the firm in- 
volved?” If the student can answer af- 
firmatively to both questions then he has 
removed himself from the pit-fall of solv- 
ing accounting problems solely by mem- 
orization of procedures. 


The chart of accounts approach to ac- 
counting fundamentals has obvious ad- 
vantages to the student. The student 
“‘sees’’ the flow of data, the location of cost 
and expense centers, revenue sources, and 
entity structure. From this the student 
can proceed to analyze transactions in 
terms of what accounts are affected, the 
nature of the effect and to record them 
under generally accepted accounting prin- 
ciples. 
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PROFESSIONAL EXAMINATIONS 
ACCOUNTING PRACTICE 


Henry T. CHAMBERLAIN AND JOHN H. CHAMBERLAIN 


HE following problems were prepared by the Board of Examiners of the American 
Institute of Certified Public Accountants and were presented as the second half 
of the C.P.A. examination in accounting practice on May 14, 1959. 
The candidates were required to solve problems 1 and 2 and three of the remaining 
four problems. 
The suggested time allowances are as follows: 


Problem 1 20 to 25 minutes 
Problem 2 60 to 80 minutes 
Problems 3, 4, 5 and 6 (any three) 120 to 165 minutes 


Number 1 

The Y & P Music Company, a Washington corporation, operates two retail music 
stores, one located in Seattle, Washington and the other in Tacoma, Washington. Each 
store maintains a separate set of accounting records; intercompany transfers or transac- 
tions are recorded in an intercompany account carried on each set of records. 

Purchases of major items of inventory, such as organs and pianos, are made under a 
financial arrangement with a local bank advancing 90% of the invoice price and the 


company paying 10%. If the bank note remains unpaid at the end of 90 days the com- . 


pany is required to pay an additional 10% of the invoice price as a payment on the note. 

In August 1956, the Seattle store purchased an organ for which the seller’s draft in the 
amount of $6,300 was sent to The First National Bank of Seattle, which refused to 
finance the purchase of the instrument. Arrangements were made through the Tacoma 
store with The Citizens Bank of Tacoma to provide the financing. The bank lent Tacoma 
90% of the invoice price, or $5,670 which Tacoma deposited and credited to notes pay- 
able. The Seattle store drew a check payable to the Tacoma store for $630 or 10% of the 
invoice price, charging Tacoma intercompany account on its books. Tacoma took up the 
deposit crediting the intercompany account carried with Seattle. 

Tacoma, using the 10% received from Seattle and the 90% advanced by the bank, 
drew a check payable to The First National Bank of Seattle in full payment of the draft, 
charging notes payable. 

In November, Seattle made the second payment of $630 directly to the Tacoma bank, 
charging Tacoma intercompany account, and also notified the Tacoma bookkeeper that 
the payment had been made. Tacoma took up the transaction charging organ purchases 
and crediting Seattle. In December Seattle paid off the balance on the note charging 
organ purchases. 


Required: 
Adjusting entries to be recorded on each set of books correcting the account balances. 


Nore: A helpful seventy-six page booklet eniitled “Information for CPA Candidates” is available for 30 cents 


from the American Institute of ‘Certified Public Accountants, 270 Madison Avenue, New York 16, New York. 
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Number 2 


The Claxton Machine Co., Inc. maintains and supplies the raw materials for machines 
which it rents out on one-year contracts. The charge for service and supplies is billed 
monthly and is based on usage, $8 for each 100 units as measured by meters with a mini- 
mum monthly charge of $160 per machine. 

The company, whose fiscal year ends on June 30, applied to a bank in May, 1959 fora 
loan of $12,000 with 6% interest payable quarterly. The company expects to buy 10 
more machines with the proceeds. The controller believes that, because of the increasing 
popularity of its machines and the additional revenue from the new machines, one-half 
the loan could be repaid out of profits in six months. The bank is skeptical of the conclu- 
sion reached from the data submitted. There is doubt that the company will have suffi- 
cient cash to pay its bills promptly. The loan officer of the bank proposes that the com- 
pany borrow $6,000 from Mr. Claxton, the president of the company, subordinating 
that loan to the bank loan. The bank loan will be made on July 1 if it is awarded. 

While Mr. Claxton could obtain the $6,000, he does not believe it is needed. He en- 
gages you to prepare a statment from his data. The statement is to be based on the as- 
sumption that the loan is granted, the machines purchased and paid for on July 1, and 
that they are placed in operation on August 1. The statement should show the amount of 
working capital, if any, in addition to the $12,000 loan, which will be required during 
each of the next six months. 

The company’s estimated balance sheet at June 30, 1959 is as follows: 


ASSETS 
Less depreciation accumulated at 10% per year on a monthly basis.................... ,000 16,000 
$22,051 
LIABILITIES 
Accounts payalile for ram. material $ 1,930 
$22,051 


The following explanations and data are to be considered: 


(1) The machines are delivered dismantled. The company pays a machine shop $60 
each to assemble them. 

(2) Supplementary fixtures must be provided at each installation. These cost $45 
each. The fixtures will last 5 years. 

(3) Since it is more convenient for the customers to have the machines installed during 
non-business hours, employees may install them during overtime hours, which will in- 
crease the payroll an estimated $300. 
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(4) Meter readings are estimated as follows: 


‘otal No. of 
1,500 Units 2,000 Units 2,500 Units  3,000Units 3,500 Units Machines 
July + 2 6 8 20 
Aug. 2 6 10 12 30 
Sept. 2 8 10 oe a 30 
Oct. 4 10 16 30 
Nov. 4 10 16 30 
Dec. 4 10 16 30 
Jan. 10 30 


(5) Billing is made at the end of each month, but it takes about a week to prepare the 
bills. Past experience has been that half the bills will be paid in the month following bill- 
ing and the remainder that are collectible will be paid within the second month. It is esti- 
mated that losses on accounts receivable will amount to $50 per month. The June 30th 
balance of receivables includes $3,600 from June billings. 

(6) Each 100 units requires 4 gallons of raw material. Savings on bulk purchases make 
itadvisable to order only twice a month. They may rely on deliveries within half a month 
after the order is placed. This means the ending inventory each month must be enough 
to take care of half the total material requirements of the following month. Terms are 
$1 per gallon due N/10, E.O.M. 

(7) A monthly average of other operating expenses was prepared from the cash dis- 
bursements book and submitted to you with notes on how they will be changed as 
follows: 


a. Salaries for machine service and maintemance...............20ccecccccceesceesesecccesesesesenes $800 

c. General shop expense, sales promotion and general administration... .............:.seeeeseeeeeees 560 
Notes on Expected Changes 


Item a. Increase proportionate to increase in number of machines. 
Item b. The expense for a new machine will be half the expense for an old ma- 
chine. 
Item c. Increase 10% for the six months. 
(8) The bank requires that a minimum balance of $500 be maintained during the 
period of the loan. 
(9) Your fee of $400 will be billed in July. 
(10) To simplify computations for immaterial items, it is agreed that: 

a. The employer’s share of taxes based on payroll shall be computed at the rate 
of 4% and be paid currently with the payroll. Taxes to be withheld from em- 
ployees are also to be paid currently with the payrolls. 

b. There is no state tax based on income. The federal income taxes will be paid 
in equal installments in September and December 

c. The amount of ‘‘other current liabilities” will remain constant at $400. 


Number 3 


Mrs. A and Mrs. B operate a skating rink as a partnership, sharing profits equally. 
They manage the business themselves, employing high school students for ticket takers 
and skate boys. Income is from admissions, skate rentals, and sales of soft drinks and 
candy, some of which is sold on credit. 

The business records consist of a single entry cash book in which the details of all cash 
receipts and disbursements are entered. The business fiscal year ends on March 31. 
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The balance sheet of the partnership at March 31, 1958 was as follows: 
ASSETS 

$5,944 

LIABILITIES AND PARTNERS’ CAPITAL 


Taxes payable (including $38 withheld from employees) 
Capital—Mrs. A 
Capital—Mrs. B 


Debit Credit 
Purchases—Soft drinks and candy..................cceeeeee00s 2,434 
Building repairs and improvements.......................2000% 2,914 


Drawings—Mrs. B 


The following balances at March 31, 1959 were furnished by the client and are 
assumed to be correct: 


Amounts withheld from employees...................20ccceeescececeeees 16 


The details of accounts payable and taxes payable were as follows: 


March 31 

Accounts payable— 1958 1959 

Building repairs and improvements.......................00-.00: 540 

$882 $149 
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2,427 

$5,944 
The summary of the cash book for the year ended March 31, 1959 is as follows: 2.1 
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March 31 
Taxes payable— 1958 1959 
Payroll taxes (including amounts withheld from employees)....... $72 $23 
$208 $217 


A review of cash transactions revealed the following: 
1. In accordance with established policy of purchasing insurance covering one year 
periods, the following purchases were made during the year ended March 31, 1959: 


Fire insurance, policy expires August 1, 1959...............sccseeesscevceveccens $144 
Liability insurance, policy expires October 15, 360 
Fire and liability insurance on partners’ homes and automobiles, 

policies expire June 30, 1959— 


$750 


2. Depreciation is computed on a straight-line basis over a 20-year period for build- 
ing, 5 years for building improvements, and various rates for the equipment. One-half 
year’s depreciation is taken in year of acquisition. Based on the asset balances at the 
beginning of the year, depreciation expense for the year would be $817. No fixed assets 
were disposed of during the year. 

3. Building repairs and improvements include $1,898 in full payment of a city assess- 
ment for paving streets and alleys in the area, $560 for painting the exterior of the build- 
ing, and the balance for normal building maintenance. 

4. During the year $62 was withheld from employees’ wages for social security and 
withholding taxes. 


Required: 
a. A worksheet showing: 
(1) adjustments to the beginning balance sheet and to the income and expense 
accounts, 
(2) the financial position of the partnership at March 31, 1959, and 
(3) the results of its operations for the year then ended on the accrual basis. 
b. The entries in journal form to adjust the accounts, including entries necessary to 
place the books on an accrual basis. Give brief explanations for each adjustment, and 
key the journal form adjustments to the adjustments in worksheet. 


Number 4 


The XYZ Company keeps its books and files its income tax returns on the accrual basis. 
The company has asked you to determine as near as possible the amount of cash which 
would be required on March 15, 1959, to pay the amount due on the income tax liability 
for the calendar year 1958. 

The company’s operation involves the purchase and resale of machine parts. No manu- 
facturing is done. 

Your examination of the 1957 income tax return resulted in the following information: 

All assets had the same basis for book and tax purposes. 
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Bad debts are deducted on the reserve method. 
There is an unused capital loss carryover to 1958 of $1,300. 


You have obtained the following information regarding the operations of the com. 


pany for 1958: 


Balance Sheets 
December 31, 1957 December 31, 1958 
Debit Credit Debit Credit 
$ 12,000 $ 13,000 
6,000 4, 
Reserve for future inventory price decline............ — 12,000 
Cash surrender value of officers’ life insurance......... 18,500 21,000 
203 , 400 291,900 
167 ,000 133,000 
and Wages... 72,000 68 ,000 
Accrued federal income taxes.....................-. 220,000 186,000 
Income Statement 
Year Ended December 31, 1958 
nn of goods sold (including $12,000 provision for inventory price decline)................. 1,298,000 
Selling and general and admini — 
ing and general an inistrative expenses— 
Retained Earnings 
Year Ended December 31, 1958 
Gain on parking lot condemned for expressway, such property not to be replaced. . 16,600 42,100 
923 ,000 
6,000 136,000 
$ 787,000 
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The treasury stock sold during the year was purchased August 5, 1952 for $32,000 and 
sold December 5, 1958 for $26,000. The condemned parking lot was purchased February 
6, 1938 for $9,000 and sold June 12, 1958 for $25,600. 

An analysis of accrued federal income taxes showed the following transactions for the 


year: 


370,000 
Payments— 
Additional assessment for 1955 (including $1,800 interest).................. 16,000 


Other income included the following: 


The $2,400 gain on sale of assets resulted from the following dispositions during the 
year: 


Gain or 
(Loss) 
Assets held for more than six months— 
1955 Ford (Net ‘dinaedaded cost $900—trade-in allowance on January 2, 1958, $1,100; all 
i held for less than six months— 
SO shares Jones, Inc. common 
Required: 


A schedule showing the calculation of the federal income tax, the balance of tax due, 
and the cash required March 15, 1959. 


Number 5 

The Smith Company, Inc. went through a quasi-reorganization as of December 31, 
1957 eliminating the deficit in earned surplus and reducing the value of fixed assets from 
$900,000 to their appraised replacement value of $700,000. No adjustment of the reserve 
for depreciation was required. 

During 1958, the Company sold $300,000 principal amount of First Mortgage Bonds. 
The indenture securing these bonds provides that “the Company shall not declare or 
pay any dividends unless, immediately after giving effect to such action, the aggregate 
amount declared or paid as dividends subsequent to December 31, 1957 will not be more 
than the net income of the Company earned subsequent to December 31, 1957.” The 
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indenture’s definition of net income contains a provision that the depreciation deductions 
shall be the larger of the amount actually deducted on the books of the Company or the 
amount claimed for federal income tax purposes. 

Net income for 1958, before provisions for depreciation and federal income tar, 
amounted to $85,000 for both book and tax purposes. The estimated remaining life of 
fixed assets is 20 years from December 31, 1957 and net basis is to be written off at 
straight-line rates for book and tax purposes. The Company declared and paid dividends 
on common stock aggregating $25,000 on December 31, 1958. 

A summary balance sheet immediately prior to reorganization as of December 31, 
1957 is presented below: 


Summary Balance Sheet—December 31, 1957 


(Prior to Reorganization) 
Assets Net Worth 
Net working capital............ $ 50,000 re $600 , 000 
900,000 500 ,000 
Reserve for depreciation......... (100,000) Earned surplus (deficit). ........ (250,000) 
$850,000 $850,000 


The deficit in earned surplus is due to losses for book and tax purposes amounting to 
$70,000, $40,000, $50,000, $60,000 and $30,000 for the years 1953 through 1957 respec- 
tively. The Company was incorporated January 1, 1953. 


Required: 


a. Summary balance sheet for book purposes as of December 31, 1958. 
b. Net taxable income for federal income tax purposes for 1958. 


c. Carry-forward losses for federal income tax purposes available as a reduction of 1958 
and 1959 taxable income. 


d. Percentage of common stock dividend taxable to recipients. 


Number 6 


The Self-Service Drug Company is a retail drug store which is operated by Mr. Smith 
as a sole proprietorship. Mr. Smith carries a business interruption insurance policy on 
this store, the pertinent details and provisions of which are as follows: 


Risks Covered—Fire and Extended Coverage. 


Type of Policy—Single Item Gross Earnings Form for Mercantile Risks. 


The important clauses are as follows: 

1. Recovery in the event of loss hereunder shall be the Actual Loss Sustained by the 
Insured directly resulting from such interruption of business, but not exceeding the re- 
duction in gross earnings less charges and expenses which do not necessarily continue 
during the interruption of business. 

2. Gross Earnings: For the purposes of this insurance “Gross Earnings” are defined as 
the sum of: 

(a) Total net sales, less any expense items eliminated entirely by loss of sales and di- 

rectly applicable thereto, and 
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(b) Other earnings derived from operation of the business, less the cost of: 

(c) Merchandise sold, including packaging materials therefor, exclusive of purchase 

discounts, 

(d) Materials and supplies consumed directly in service(s) sold, and 

(e) Service(s) purchased from outsiders (not employees of the Insured) for resale 

which do not continue under contract. 

No other costs shall be deducted in determining ‘‘Gross Earnings.” 

3. Contribution Clause: In consideration of the rate and form under which this policy 
is written, this Company shall be liable, in the event of loss, for no greater proportion 
thereof than the amount hereby covered bears to 80% of the gross earnings that would 
have been earned (had no loss occurred) during the 12 months immediately following the 
date of damage to or destruction of the described property. 

4. Expense to Reduce Loss: This policy also covers such expenses as are necessarily 
incurred for the purpose of reducing any loss under this policy (except expense incurred 
to extinguish a fire), not exceeding, however, the amount by which the loss under this 
policy is thereby reduced. Such expenses shall not be subject to the application of the 
Contribution Clause. 

On the morning of March 1, 1958, before the store was opened for business for the 
day, the assured’s store was damaged by fire. As a result thereof, it was necessary to dis- 
continue business until the store could be repaired and repainted and new stock or- 
dered and received to replace that damaged or destroyed. All equipment and furnishings 
in the store were not damaged beyond repair. In order to resume operations as soon as 
possible, thereby reducing the loss sustained, the assured in repairing the building and 
restocking the store incurred the following expenses with the approval of the insurance 
company. The co-insurance clause does not apply to these expenses. 


Overtime premium paid to construction workers in repairing and repainting building........... $425 
Additional costs to restock merchandise: 
Air freight (excess over regular method of shipping)..................cceecceeeceeeceueees 230 


The assured opened his store for business on April 1, 1958. All repairs had been com- 
pleted and all the replacement stock had been received by this date, thereby limiting the 
loss period to one month. 

As the assured’s auditor you are engaged to compute the amount of the claim that is 
payable under the terms of this policy. 

The statement of income and expense for the calendar year 1957 is as follows: 


Cost of goods sold: 
Inventory—Beginning of $ 37,230 
Less: Inventory—End of 43,860 
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Operating expenses: 
Taxes—F.1.C.A. and Unemployment..................... 920 
5,000 
Add: Other income: 
Interest on savings accounts. 200 1,040 


During the course of this engagement you established the following facts: 

1. The sales volume is consistent from month to month throughout the year and no 
increase or decrease in sales is anticipated subsequent to the fire. As a result of price 
changes initiated in January, 1958, the gross profit on sales was increased by 2% and 
such gross earnings are consistent from month to month. 

2. During the loss period all employees were paid their regular monthly salaries. How- 
ever, normal overtime on all employees of about $100 per month was saved. During the 
loss period all of the employees were able to take their annual two-weeks vacation. 

3. Under the terms of the lease the rent on the building of $300 per month was dis- 
countinued for the loss period. 

4. As a result of not being open for business, advertising costs were about } of the 
normal amount spent for this purpose. 

5. All other costs not directly related to sales continued 100%. (Had the loss period 
been longer some of these items likely would have been discontinued.) 


Required: 


a. Amount of insurance required based on 80% co-insurance clause. 

b. Amount of loss sustained which is subject to a possible co-insurance penalty. 

c. Total amount to be received by the assured under the terms of the policy. 

Show all details of computations and state any assumptions that you have made in 
answering this problem. Disregard pennies in computations and compute percentages to 
two places (Ex. 50.45%). 
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Solution to Problem 1 


Y & P MUSIC COMPANY 
ADJUSTMENT OF INTERCOMPANY ACCOUNTS 
Seattle Store Tacoma Store 
Organ Intercompany Notes Or, Intercompany Notes 
Cash Purchases Account Payable Cash purchases Account” Payable 
1) Actual $5,670 $(5,670) 
$5,670 $(5,670) 5,670 $(5,670) 
nt by Seattle of 10% of cost: 
630. 630 630 630) 
6,300 6,300 
{63008 6,300 
ent payment on note: 630 (630) 
mt of balance of note: 
(2) Correct 5,040) 5,040 
comm: balances resulting from above 
REQUIRED JOURNAL ENTRIES 
Tacome Store: 


Solution to Problem 2 


CLAXTON MACHINE COMPANY 
SCHEDULE OF ESTIMATED CASH RECEIPTS AND DISBURSEMENTS 
FOR THE SIX MONTHS ENDED DECEMBER 31, 1959 


me Oc- No- De- 
July August tober vember cember 


Cash balance at beginning of month................. $ 511 
Minimum balance required by loan agreement........ (500) 
Available cash at beginning of month................ $ 1$—- $— $— = §$ 771 $2,342 
Cash receipts: 
Collections on billings to customers (See schedule): 
One-half of prior month’s billings................ $1,800 2,040 3,080 3,560 3,840 3,840 
Collectible portion of second prior months billings. 1,150* 1,750 1,990 3,030 3,510 3,790 
Cash disbursements: 
Supplementary machine 450 
Material purchased (see schedule)................. 1,930 $2,500 $3,300 $3,700 $3,840 $3,840 
Salaries for service and maintenance............... 800 1,200 1,200 1,200 1,200 1,200 
General shop expense and other.................05 616 616 616 616 616 616 
Cash deficiency $2,239 $ 69 $ 799 $— $— 


* The calculation of July collections is based upon the assumption that the unexplained portion of June 30 
receivables ($1,200) consisted entirely of een May billings and that the allowance for losses was $140 in 
excess of estimated requirements. 
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Calculation of monthly billing: 


Machines Billed at Units Produced Billed 
Total $160 per Machine at $8 per 100 
Units Total 
Produced No. Amount No. Amount 

49,000 6 $ 960 39,000 $3,120 $4,080 

ET 76,000 8 1,280 61,000 , 880 6,160 

89,000 2 320 85,000 6,800 7,120 

96, 96,000 7,680 7,680 

100,000 
Calculation of raw material purchases and payments: 

$ of Fol- Less Inventory Required Paid on 
Current Mo. lowing Mo. Total at beginning Purchases prior Mo. 
Consumption Consumption of Mo. during Mo. Purchases 
1,960 gals. 1,520 gals 3,480 gals. 980 gals 2,500 gals. $1,930 

3,040 1,780 4,820 1,520 3,300 2,500 

September.......... 3,560 1,920 5,480 a 3,700 3,300 

3,840 1,920 5,760 1, 3,840 3,700 

November.......... 3,840 1,920 5,760 1,920 3,840 3,840 

3,840 
Solution to Problem 3 

A & B SKATING RINK 
TRANSACTIONS AND ADJUSTMENTS FROM 3-31-58 TO 3-31-59 
Balance at Transactions Balance at 
3-31-58 per Books Adjustments Net 3-51-59 
(a) Income 
, Ci Dr Cr. Dr Cr. Dr. Cr 
$ 1,295 $ 934 $ 361 
Accounts receivable......... 86 (2$ 71 15 
Inventory. 119 11 108 
Prepaid insurance.......... 270 5 27 243 
(7) $ 1,898 2,398 
Building & building improve- 

»522 2,522 
Accumulated depreciation. . . $ 5,476 (6) 817 $ 6,293 
Accounts payable.......... 882 (3) 733 149 
Taxes payable............. 208 (4 9 217 
Capital—Mrs. A........... 2,427 (9) 1,544 (3 1,641 2,524 
Capital—Mrs, B........... 2,427 (9) 976 «(10 1,641 3,092 
Admissions. ............... 4,817 $4,817 
Admissions tax collected. ... . 231 (8) 231 
1,899 1,899 
ke 3,112 (2) 71 3,041 
State tax collected (8) 56 

ages paid......... $ 696 (3 62 (758 

Purchases.......... 2,434 ll 89 (2 
750 219 (531) 
Heat, fuel and telephone... . 579 3 20 (559) 
Payroll taxes paid.......... 142 4 49 

City admission taxes paid. . . 239 4 8 

( 231 
State sales and excise taxes 

56 (116) 

Property taxes paid......... 74 (4) 73 147) 

Equipment repairs.......... 260 (3) 40 {3203 

Building repairs & improve- 

( 1,898 (476) 

Miscellaneous aupenne. 199 3 26 (173) 
Drawing—Mrs. A.......... 1,434 110 1,544 
Drawing—Mrs. B.......... 840 (5 136 9 976 

Depreciation expense... .... (6) 817 (817) 

(10) 3,282 $3,282 

$11,420 $11,420 $11,049 $11,049 $10,000 $10,000 $12,275 $12,275 
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To adjust the accounts to reflect the physical inventory at March 31, 1959. 
To adjust accounts for collection of prior year’s sales included in current year’s sales. 
To adjust the accounts for prior year’s expenses included in current year’s expenses. 
To adjust the various tax expense accounts and accrued taxes to their balances on an 
accrued basis at March 31, 1959. 
To adjust the proprietors’ accounts for personal expenses and to adjust insurance 
expense to an accrual basis. 
To record depreciation expense for the year. 


To reclassify cost of special assessment as a part of the cost of the land. 

To reclassify taxes collected as offsets to taxes paid. 

To close partners’ drawing accounts to partners’ capital accounts. 

To close net income for the year to partners’ capital accounts. 


Solution to Problem 4 
XYZ CORPORATION 


CALCULATION OF FEDERAL INCOME TAX AND CASH REQUIRED 


AT MARCH 15, 1959 


Calculation of Federal income tax: 
Tax on ordinary income: 


71 


733 


73 


110 
136 


817 


Add non-deductible expenses: 
Net premium on officers’ life insurance. 
Provision for future inventory price decline. 
Excess provision for depreciation on new auto (resulting from failure to treat the $200 
gain on the trade-in as a reduction of basis; 20% of $200)..... eee Bs cenkieen 
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Less 


Interest on additional assessment of Federal income tax......................-- 1800 
Capital gains included in net income: 
(400) 
Loss on sale of Jones, Inc. stock................... ae (500) 
Tax on capital gains: 
Net long term capital gain: 
Net short-term capital loss: 
Cash required for installment due March 15, 1959 (4 of $135,169)... eee $ 67,585 
Soluticn to Problem 5 
THE SMITH COMPANY 
SUMMARY BALANCE SHEETS 
DECEMBER 31, 1957 AND 1958 
(a) 
Transactions 
Balance Sheet* Balance Sheet 
12-31-57 Dr. Gr: 12-31-58 
Net working capital............. $ 50,000 8 $300 ,000 (4) $ 25,000 $410,000 
( 85,000 
900 , 000 (1) 200,000 700 ,000 
Reserve for depreciation.......... (100,000) (5) 30,000 (130,000) 
$850,000 $980 ,000 
First mortgage bonds............ (2) 300,000 $300,000 
Common $600 , 000 600 ,000 
ns 500 ,000 (1) 450,000 50,000 
Earned surplus (See Note)........ (250,000) (4) 25,000 (3) 85,000 
(5) 30,000 (1) 250,000 30,000 
$850,000 $980 , 000 


Norte. The earned surplus account at December 31, 1958 represents the accumulated undistributed net income 
since December 31, 1957. Of this amount, $10,000.00 is restricted under the terms of the bond indenture. 
* Prior to reorganization. 
Key to transactions: 
1) To give effect to entries in connection with the reorganization. 
2) To record sale of bonds. 
3) Net income before provision for depreciation. 
4) Dividends paid. 
5) Provision for depreciation (1/20 of ($700,000—$100,000)) 
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(b) 
Net taxable income 
(c) 
Summary of carry-forward losses available as a reduction of taxable income in: 
1958 1959 


* Of the $70,000 operating loss, $45,000 would be applied against 1958’s taxable income of $45,000. The unused 
portion is not available as a reduction of 1959 taxable income due to the termination of the carry-forward period, 


(d) 

The dividend is wholly taxable to the recipients since the dividend was paid from taxable earnings of the current 
year. Prior years’ deficits have no effect in this instance since the current year’s taxable earnings exceeded the 
amount of dividend paid. 


Solution to Problem 6 


(a) 
$54, 160 
Increase in selling prices (2% of 3,200 4,040 
Estimated gross profit for twelve months ended 2-28-59. $58, 200 
Under the 80% co-insurance clause the insurance required is 80% of $58,200 or $46,560. 
(b) 
Less cost reductions: 
F.LC.A. and unemployment taxes (4% of $100)...... 4 
Reduction in advertising expense (} of 1/12 of 85 489 
(c) 
Portion to be paid by insurance company $ 3,747 
Other claims against insurance company: 
Overtime premium to construction worker: $ 425 
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EXAMINATION IN THEORY OF ACCOUNTS 


CHARLES T. ZLATKOVICH 


HE examination in theory of ac- 
counts of the May, 1959, Uniform 
C.P.A. Examination was given Fri- 
day afternoon, May 15 from 1:30 to 5:00 
p.M. There were two groups of questions as 
follows: 
Estimated Minutes 


Minimum Maximum 


Total for Group I........ 50 70 
Group II (Four required)...... 100 140 
Total for examination..... 150 210 


The estimated time allowances are ap- 
proximately proportional to the point 
values of the questions, the total of which 
for this examination is 100. 


GROUP I 
(Answer all questions in this group.) 


Number 1 (Estimated time—15 to 20 
minutes) 


On a lined sheet of paper number the 
first ten lines from 1 through 10. Select 
the graph which matches the numbered 
factory cost or expense data and write the 
letter identifying the graph on the ap- 
propriate numbered line. 

The vertical axes of the graphs represent 
total dollars of expense and the horizontal 
axes represent production. In each case the 
zero point is at the intersection of the two 
axes. The graphs may be used more than 
once. 

1. Depreciation of equipment, where 
the amount of depreciation charged is 
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computed by the machine hours method. 
2. Electricity bill—a flat fixed charge, 
plus a variable cost after a certain number 
of kilowatt hours are used. r 
3. City water bill, which is computed as 
follows: 
First 1,000,000 gallonsorless $1,000 flat fee 
Next 10,000 gallons .003iper gallon used 
Next 10,000 gallons .006 per gallon used 


Next 10,000 gallons .009 per gallon used 
etc., etc., etc. 


4, Cost of lubricant for machines, where 
cost per unit decreases with each pound 
of lubricant used (for example, if one 
pound is used, the cost is $10.00; if two 
pounds are used, the cost is $19.98; if 
three pounds are used, the cost is $29.94; 
with a minimum cost per pound of $9.25). 

5. Depreciation of equipment, where the 
amount is computed by the straight-line 
method. When the depreciation rate was 
established it was anticipated that the 
obsolescence factor would be greater than 
the wear and tear factor. 

6. Rent on a factory building donated 
by the city, where the agreement calls for 
ajfixed fee payment unless 200,000 man- 
hours are worked, in which case no rent 
need be paid. 

7. Salaries of repairmen, where one re- 
pairman is needed for every 1,000 hours of 
machine hours or less (i.e., 0 to 1,000 hours 
requires one repairman, 1,001 to 2,000 
hours requires two repairmen, etc.). 

8. Federal unemployment compensation 
taxes for the year, where labor force is 
constant in number throughout year 
(average annual salary is $6,000 per 
worker). 

9. Cost of raw material used. 

10. Rent on a factory building donated 
by county, where agreement calls for rent 
of $100,000 less $1 for each direct labor 
hour worked in excess of 200,000 hours, 
but minimum rental payment of $20,000 
must be paid. 


Answer 1 


a Pwd 


Number 2 (Estimated time—15 to 20 
minutes) 


In the preparation of the consolidated 
balance sheet of a parent corporation and 
its subsidiaries a decision must be reached 
concerning the inclusion or exclusion of 
each of them as a member of the consoli- 
dated group. A common criterion is the 
percentage of voting stock owned by the 
parent company. 

a. What is the significance of the per- 
centage of voting stock ownership in justi- 
fying the inclusion of a subsidiary company 
in a consolidated statement? 

b. List other criteria upon which the de- 
cision to consolidate or not may also rest. 


Answer 2 


a. The percentage of voting stock owned 
determines the existence of control. There 
is no minimum percentage which alone 
determines whether control exists. If the 
parent company has the power to exercise 
control and does exercise this control then 
consolidation is proper provided the cri- 
teria listed under (b) are met. Exercise of 
control implies an integration of activities 
of the parent and subsidiary as an eco- 
nomic unit. 

Effective and continuing control over de- 
cisions of the subsidiary are more likely to 
exist where the stock ownership is sub- 
stantial. Where the investment in the con- 
trolled company is large, statements of the 
parent on a non-consolidated basis may be 
of limited usefulness. 

b. Despite the exercise of control the de- 
cision to prepare consolidated statements 
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must also depend on affirmative answers 
to several of these questions: 


1. Are the operations similar, i.e., does the 
group of companies form an integrated eco- 
nomic unit? 

2. Are parallel accounting practices reflected 
in the books of the several companies? This 
includes coinciding fiscal years. 

3. Is the investment in the subsidiaries so ma- 
terial in relation to other assets of the par- 
ent that failure to prepare consolidated 
statements is likely to obscure significant 
underlying details? 

4. Are sales of the subsidiaries material in rela- 
tion to those of the parent? 

5. In the case of foreign subsidiaries 
(a) is the currency stable and unrestricted? 
(b) are assets reasonably free of the pros- 

pect of expropriation or governmental 
control? 

6. Would consolidated statements be a fair 
financial and legal representation of related 
units? For example, consolidation of a sol- 
vent parent and a bankrupt subsidiary 
would constitute a serious violation of this 
criterion. 

7. Is there a large volume of intercompany 
transactions? 


Number 3 (Estimated time—20 to 30 min- 
utes) 


Your client, a manufacturer of heavy 
machinery, is contemplating replacing a 
considerable portion of the company’s pro- 
ductive machinery. Much of the new ma- 
chinery will be manufactured by the com- 
pany. The client asks your opinion on the 
following methods of allocating factory 
overhead incurred during the construction 
of the new machinery: 

(1) Charge no overhead to the new machinery. 

(2) Charge new machinery with only that por- 

tion of overhead which is attributable to 
the new construction. 

(3) Charge new machinery with overhead at 

the same rate as is used for finished goods. 


a. What are the arguments in favor of 
each of these alternatives? 

b. Which alternative would you recom- 
mend to your client? State the reasons for 
your choice. 
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Answer 3 


a. Arguments in favor of method (1) are 
that charging some overhead to fixed assets 
wilkincrease profit since cost of goods sold 
would be reduced. Production of plant 
assets would normally be carried on when 
existing facilities are not fully utilized in 
producing for customer order or stock; 
therefore, normal production will not be 
interfered with and there will be no in- 
crease in overhead. 

Support for method (2) includes the fact 
that many overhead costs will not change 
as a result of production of the plant assets; 
these fixed overhead costs should continue 
to be charged to normal production. As a 
corollary, since inventory production is the 
main activity it should continue to bear 
all normal costs. At the same time there 
will be some identifiable increases in over- 
head as a result of the new construction. 
These costs should clearly be allocated to 
that activity. 

Method (3) grants no special favors to 
one class of production. All productive 
activity, whether for stock or for plant use, 
should bear the same cost allocation. Allo- 
cation of overhead to fixed assets is similar 
to allocation to joint or by-products and 
should be made at regular rates. At the 
same time, no fixed asset should be capi- 
talized at a higher value than that prevail- 
ing in the market. 

b. Alternative (2) seems best. It does 
not relieve regular production of costs 
which would be allocated to it normally. It 
has the advantage over both (1) and (3) of 
not causing a change in what would other- 
wise be the reported net income. By capi- 
talizing those costs which can be identified 
specifically with the production of plant 
assets, regular production is neither un- 
duly relieved of overhead (Method 3) nor 
penalized with excessive overhead clearly 
attributable to the new construction 
(Method 1). 
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GROUP II 
(Estimated time—100 to 140 minutes) 


Answer only four questions in this group. 
If five are answered only the first four 
will be considered. 


Number 4 


a. Goodwill which is permitted on a 
statement (other than a consolidated state- 
ment) is that which has been purchased. 
Describe briefly two explanations which 
have been used to justify the recording of 
goodwill in the balance sheet of a corpora- 
tion or partnership. 

b. Present two methods for estimating 
the value of goodwill in determining the 
amount which should properly be paid for 
it. 
c. Discuss the propriety of the item 
“Goodwill” on the balance sheet in each of 
the following cases using the “cost” con- 
cept as a guide. 

(1) The excess of cost over book value of the 

net assets of firm A acquired by firm B. 

(2) Goodwill placed on the books of an exist- 

ing partnership immediately preceding the 


admission of a new partner. 
(3) Goodwill arising from consolidation. 


Answer 4 


a. Payment of an amount in excess of 
book value of equity being acquired in a 
going business does not necessarily reflect 
undervaluation of the recorded assets. In- 
stead the excess payment may reflect exist- 
ence of an unrecorded asset (goodwill) or 
undervaluation of goodwill already on the 
books. This excess may be paid because 
earnings of the enterprise in which an 
equity is being acquired have been and are 
expected to continue above normal. An- 
other explanation is that there may be 
recognition that certain assets are under- 
valued but that it is more expedient to set 
up the amount of the excess payment in a 
Goodwill account than to assign new 
values to several assets. Still a third ex- 


planation is that in the particular going 
concern the Goodwill represents the ex- 
cess of the value of a group of assets work- 
ing together over their value individually. 
b. Goodwill may be valued on these 
bases: 
(1) Purchase of a number of years’ profits. 
(2) Purchase of a number of years’ excess 
profits. 
(3) Capitalization of excess profits at a cer- 
tain rate (somewhat similar to (2)). 
(4) Calculation of the present value of an an- 
nuity of estimated excess profits for a given 
number of years. 


c. 


(1) So long as the excess payment by B is not 
simply recognition of undervaluation of 
A’s specific assets, the Goodwill treatment 
seems proper. A and B are separate entities 
and this treatment of the excess payment 
is in accordance with the “cost” concept. 

(2) If the incoming partner pays more for his 
equity than book value would indicate is a 
proper payment for whatever capital share 
he is acquiring, the excess payment may 
well confirm the existence of hitherto un- 
recorded or undervalued goodwill. The ex- 
cess paid by the incoming partner is some- 
times used to parlay a considerable sum of 
goodwill on the books. For example a part- 
ner’s paying $10,000 for a } equity worth 
$7,000 in terms of book value can result 
in the recording of $9,000 of goodwill. His 
payment furnishes objective evidence of 
the existence of the goodwill, but only the 
$3,000 excess payment can be considered 
“cost” of goodwill. 

(3) Goodwill arising from consolidation is the 
excess of cost of stock of a subsidiary over 
underlying book value of its assets. It does 
not appear as a separate element on the 
books of the parent corporation but rather 
appears only when consolidated state- 
ments are prepared. From the standpoint 
of the consolidated group, the excess over 
book value does represent cost. It is possi- 
ble, however, that some portion of this ex- 
cess is more properly allocable to specific 
assets undervalued on the subsidiary’s 
books. 


Number 5 
Mr. Brown recently purchased some 
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shares of stock in the Lalow Manufactur- 
ing Company, and is very much interested 
in the annual report to the stockholders 
which he has just received. He is confused 
by the use of the terms “expense” and 
“cost,” found throughout the statements in 
this report, and has asked you to distin- 
guish for him what accountants mean by 
the words ‘“‘expense”’ and ‘‘cost,” and how 
they can be used in so many places 
throughout the statements. The specific 
items which he questions are: 

In the balance sheet: 

a. Organization expense 

b. A footnote, stating that Plant ma- 
chinery and equipment includes “instal- 
lation expenses” of $40,000 

In the cost of goods manufactured and 
sold statement: 

a. A classification “manufacturing ex- 
penses” with various items under this 
heading which include the term ‘“‘expense”’ 


You are to: 


a. Distinguish between the terms ‘‘ex- 
pense” and “‘cost.” 

b. State how each of the items men- 
tioned by Mr. Brown “fits” your defini- 
tion. If you think any of these items are 
improperly called “expenses” indicate 
why and suggest more appropriate ter- 
minology. 


Answer 5 


a. Expense is that portion of cost in- 
curred that has been used up or has ex- 
pired during the accounting period. The 
term cost is related to expenditure—the 
paying in cash or other assets or the incur- 
ring of an obligation—for goods or services 
received or to be received. Broadly, costs 
may be of two types—unexpired and ex- 
pired. Unexpired costs are applicable to the 
production of future revenue; they are 
assets. Expired costs are those which no 
longer have asset status. It is common 
practice to distinguish various types of ex- 
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pired costs in income statements or cap. 
tions in income statements. Examples in- 
clude cost of goods sold, operating ex- 
penses, selling and administrative ex 
penses, various losses such as casualty, 
from sale of assets, etc. The term expense is 
narrower and generally refers to the ex- 
pense items just cited and to taxes, 
interest, etc. 

b. To avoid confusion the term expense 
should be restricted to items appearing in 
the income statement. The various items 
deducted from revenue in this statement 
are the ones which accord to the definition 
given above. By assigning other terms to 
items appearing on other statements the 
confusion Mr. Brown mentions will be 
avoided. 

Terminology used by Lalow Manufac- 
turing Company is in line with common 
practice. Their renaming Organization ex- 
pense, Organization costs would, however, 
be an improvement. Amounts of organiza- 
tion costs amortized in any period are 
properly included as expenses on an in- 
come statement. 

Installation costs would be a better 
name for Installation expenses. Their foot- 
note has the unfortunate effect of imply- 
ing that these Imstallation expenses are 
essentially different from other elements of 
plant asset costs; this is not true. 

The classification Manufacturing ex- 
penses should be renamed Manufacturing 
Costs. All items appearing on the manu- 
facturing statement are elements of the 
cost of producing the factory output. As 
such, they are asset rather than expense 
items. They become “expenses” when, asa 
result of sale of the finished product, they 
are properly transferred to “cost of goods 
sold.” 


Number 6 


The cost of unemployment compensa- 
tion taxes to an employer is sometimes re- 
duced as a result of a “good” experience 
rating. A manufacturer negotiated with 
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the Federal government a contract which 
necessitated the construction of a specific 
plant and related facilities for the sole 
purpose of producing the goods called for in 
the contract. Since the goods were re- 
quired to meet emergency needs of the 
government, it was possible that after the 
plant facilities were constructed, the em- 
ployees hired, and work on the order be- 
gun, the contract would be cancelled. The 
ensuing termination of services of em- 
ployees hired for this specific job would 
make the employer’s experience rating 
worse, which in turn would increase the 
cost of his unemployment compensation 
taxes. This “possible” cost was recognized 
as a cost in negotiating the contract. 

Describe in order of preference three alter- 
nate methods of recording in accounts 
and/or disclosing on the financial state- 
ments the “possible” cost during the 
course of operations of this emergency 
plant under the contract. State your rea- 
Sons. 


Answer 6 


Since the cost in question may never 
materialize, it is a contingent cost. Three 
alternate methods of recording and/or 
disclosing this contingent cost include: 

1. Disclose the contingent cost in the 
financial statements, preferably by foot- 
note, but make no entry in the accounts. 

2. Appropriate sufficient retained earn- 
ings each period to cover that period’s con- 
tingent cost. This would affect the balance 
sheet and retained earnings (surplus) 
statement, but not the income statement. 

3. Accrue the cost by debiting an ex- 
pense account and crediting an estimated 
future cost account over the next several 
periods. 

Because the cost is at best a mere 
contingency the first solution seems pref- 
erable. The amount to be incurred (if any) 
is quite uncertain. The disclosure by means 
of footnote gives an opportunity to de- 
scribe in some detail the nature of the 
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contingent cost—something difficult to 
achieve by use of account titles. Further, 
in a footnote, amounts may be omitted or 
stated as a range. 

The second method has the merit of not 
affecting the income statement with a 
charge which is hard to measure and which 
may not eventuate; at the same time bal- 
ance sheet and retained earnings state- 
ment disclosure is achieved. 

As already indicated the third method is 
undesirable for a number of reasons. De- 
spite the fact the contingent cost was con- 
sidered when the contract was negotiated, 
there is no real basis for reflecting it as an 
expense in the income statement. The 
matter of where to caption the account 
credited poses genuine difficulty. No lia- 
bility has been incurred; no asset account 
has suffered an impairment of value; be- 
cause an expense account was charged, the 
credit should not be treated as an ap- 
propriation of retained earnings. Clearly 
the third method is least satisfactory. 


Number 7 


You have a client engaged in a manu- 
facturing business with relatively heavy 
fixed costs and large inventories of finished 
goods. These inventories constitute a very 
material item on the balance sheet. The 
company has a departmental cost account- 
ing system that assigns all manufacturing 
costs to the product each period. 

The controller of the company has in- 
formed you that the management is giving 
serious consideration to the adoption of 
direct costing as a method of accounting 
for plant operations and inventory valua- 
tion. The management wishes to have your 
opinion of the effect, if any, that such a 
change would have on: 

(1) The year-end financial position 

(2) The net income for the year 


(3) The audit certificate on the year-end state- 
ments. 


State your reply to the requests and the 
reasons for your conclusions. 
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Answer 7 


Under the proposed direct costing sys- 
tem variable overhead would continue to 
be charged to production, but fixed over- 
head would be treated as a period cost and 
charged directly against revenue as in- 
curred. Since the client has large inven- 
tories of finished goods and relatively 
heavy fixed costs, the effects of the pro- 
posed change, especially in the period in 
which the change is made, will be very 
material. 

Since the present system assigns both 
fixed and variable costs to production (and 
hence to inventories) each period, and since 
under the proposed direct costing system 
the heavy fixed costs would be expensed, 
the decrease in unit cost of production will 
be substantial. 

In the period in which the change is 
made there would be a large difference be- 
tween the beginning and ending inventory 
values. Probably a write down of the be- 
ginning inventory to a value which would 
have been reflected had the direct costing 
method been employed earlier would be in 
order. The offsetting charge would reduce 
retained earnings. At the close of the period 
in which the new method is adopted both 
inventory and retained earnings will be at 
substantially lower values than would 
formerly have been the case. 

The effect on net income is more difficult 
to predict. The difference between net in- 
come for the year as between the present 
method and direct costing depends on the 
relationship between sales and production 
quantities for the year. If more goods are 
produced than sold, net income would be 
higher under the present method than un- 
der direct costing because more fixed cost 
will be in ending inventory than in be- 
ginning inventory. Conversely, if sales ex- 
ceed production, the opposite will be true. 

The AICPA’s Committee on Account- 
ing Procedure has, on a number of occa- 


sions, stated that cost of inventories 
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should include applicable expenditures and 
charges directly or indirectly incurred in 
bringing an article to existing completion 
and location. This can hardly be construed 
to mean that an element of factory cost, 
even though fixed, can properly be ex- 
cluded from inventory cost. Therefore for 
purposes of conforming to generally ac- 
cepted accounting principles, direct costing 
must be rejected. This is not to say that 
direct costing does not have usefulness as a 
basis of preparing internal reports for 
management. What is being said is that 
this company with its large inventories 
and heavy fixed costs cannot prepare state- 
ments for external usage following direct 
costing without expecting its independent 
auditor to qualify his opinion because of 
the depature from generally accepted ac- 
counting principles. Exception would also 
have to be taken on grounds of consistency 
with prior periods; the effect of this change 
would also have to be disclosed. 


Number 8 


Three theories of accounting entities are: 
(1) the proprietary theory, (2) the entity 
theory, and (3) the funds theory. 

a. Describe briefly each of these 
theories. 

b. State your reasons for emphasizing 
the application of one of these theories to 
each of the following: 

1. Single proprietorship 

2. Partnership 

3. Financial institutions (banks) 

4. Consolidated statements 

5. Estate accounting. 


Answer 8 


The viewpoint of the proprietor domi- 
nates accounting concepts under the 
proprietary theory. Assets are viewed as 
belonging to the proprietor; debts are his 
debts; net income is an increase in his 
capital. 

Separateness of the accounting unit 
from its owner or owners is the central idea 
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of the entity theory. Creditors and owners 
alike are interested in the welfare and 
success of the firm; they both have equities 
in it; it is accountable to them. Revenue 
and expense are visualized from the point 
of view of the firm. 

In the funds theory the emphasis is on 
the flow of assets and changes in assets 
rather than on income. The balance sheet 
sets out assets on one side and restrictions 
on their use on the other. The area of in- 
terest may be broad or specific. For ex- 
ample in a municipality there may be nu- 
merous funds set up for and restricted to 
the accomplishment of narrowly defined 
objectives. 

Selection of any one of these theories to 
apply to specific situations depends upon 
the emphasis desired. If the usual patterns 
prevail, the following emphasis would 
apply: 

1. In a single proprietorship the em- 
phasis should be on the proprietary theory 
because of the position of the owner with 
respect to income and his personal liability 
to creditors. 

2. Either the proprietary or entity 
theory may be applied to a partnership. In 
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support of the proprietary concept it can 
be noted that, as in the single proprietor- 
ship, creditors can look to personal assets 
of partners after firm assets are exhausted. 
On the other hand, the partnership is re- 
garded more as a separate entity. The 
assets are firm assets; as noted, creditors 
must first look to these assets for settle- 
ment of their claims. 

3. The entity theory is appropriate for 
financial institutions because they have 
responsibilities to depositors, policy- 
holders, or other creditors; these have an 
interest which may greatly exceed that of 
the legal owners. 

4. Either the proprietary or entity 
theory is appropriate to consolidated state- 
ments. The proprietary theory seems ap- 
plicable because of the combining of assets 
and liabilities, cutting across entity lines. 
At the same time, the underlying concept 
is that of a separate economic entity. 

5. The funds theory is appropriate to 
estate accounting. Emphasis is on ac- 
countability for assets and asset disposi- 
tion and on compliance with restrictions on 
assets. Even as to income the restrictions 
seem to predominate. 
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ASSOCIATION NOTES 


WENDELL P. TRUMBULL 


Eprtor’s Note: Members of the Association are urged to submit news items for this section to Wendell P, 
Trumbull, College of Business Administration, Lehigh University, Bethlehem, Pennsylvania. Deadline dates for 
the receipt of items to be included in Tae Review are October 15 for the January issue, January 15 for the April 
issue, April 15 for the July issue, and July 15 for the October issue. 


THE PHILIPPINES 
Xavier University 


Epvuarpo C. Gomez has been appointed dean 
of the College of Commerce. 


ARKANSAS 
University of Arkansas 

NoLaN E. Wrtttams has been promoted to the 
rank of professor. WALTER B. Cote recently spoke 


on accounting for cooperatives to an agricultural 
seminar. 


CALIFORNIA 
Los Angeles State College 


LEONARD W. Hern has been promoted to asso- 
ciate professor. Tsun CHEN and H. Mitton 
Jones have joined the department at the rank of 
assistant professor. 

A third-semester course in income taxes has 
been added to cover certain aspects of tax litiga- 
tion and the rationale of the income tax law. 


Stanford University 


Lyte E. JACOBSEN has been appointed chair- 
man of the committee on educational standards 
of the San Francisco Chapter of the California So- 
ciety of CPAs. He is a member of the committee 
at the state level. 


ILLINOIS 
The University of Chicago 


WittraM A. Paton has been appointed visiting 
professor. CHARLES T. HoRNGREN has accepted 
an associate professorship. 

StpNEY Davipson served as a faculty member 
of the Public Utility Executive Program con- 
ducted by the University of Michigan. 


Northwestern University 


T. Leroy Martin is conducting research for 
the American Dental Association on the relation 
of cost to dental fees. 

For the second successive year the University 
and the Illinois Society of CPAs will jointly 
sponsor an Advanced Professional Seminar con- 


cerned largely with the conduct of a public ac- 
counting practice. 


IOWA 
State University of Iowa 


Brit L. Barnes has been promoted to the rank 
of associate professor. Wittram H. Cutp has 
joined the staff as assistant professor. New ap- 
pointees to instructorships are Joun E. Easton, 
Harry OsTENpDorF, and James L. Quinn, Jr. 

The sixth annual tax and accounting confer- 
ence, sponsored jointly with the Iowa Society of 
CPAs, will be held October 8-9, Daniel L, 
Sweeney is in charge of the conference. 


KANSAS 

University of Wichita 

F. D. JaBara has been promoted to professor, 
A. THEODORE MUELLER has been appointed to 
the staff as lecturer. 

During the year Witt1am F. Crum spoke on 
the proposed five-year program for training pro- 
fessional accountants before the Wichita and the 


Mid-Kansas chapters of the Kansas Society of 
CPAs. 


LOUISIANA 
Tulane University 
The ninth annual Tulane Tax Institute is 
scheduled for November 4-6 at the St. Charles 


Hotel, New Orleans. PETER A. FirMIN is execu- 
tive secretary of the institute. 


MASSACHUSETTS 
Bentley School of Accounting and Finance 


RoBERT J. WEAFER is serving as president of 
the Boston Chapter of NAA. 


University of Massachusetts 


JoHn W. ANDERSON was appointed chairman 
of the Department of Accounting on July 1. 
RoBERT W. LENTILHON has worked as one of the 
organizers of the Northeastern Group of AAA 
members, and is a member of the committee plan- 
ning a fall program at Hofstra University. 
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Association Notes 


Frank A. SINGER is the first president of the 
School’s new chapter of Beta Gamma Sigma. 


MICHIGAN 


Alma College 


Harry M. Lanois has accepted the position of 
chairman of the Business and Economics Depart- 
ment. 


Michigan State University 


Recently promoted to associate professor were 
ApotPH GRUNEWALD, GARDNER JONES, T. HARRY 
McKINNEY, JOHN O’DONNELL, and F. 
SALMONSON. 

ALDEN OLson and FLoyp WINDALL have re- 
ceived appointments at the rank of assistant pro- 
fessor. WILLIAM FERRARA received the Ph.D. de- 
gree in August and has accepted an assistant pro- 
fessorship at the University of Illinois. 

R. F. SALMONSON participated in the Ninth 
Annual Forum on Finance held in New York City 
from June 15 to July 2. Joun RUSWINCKEL has 
been teaching elementary accounting via closed- 
circuit television. 

J. Don Epwarps addressed the First Govern- 
mental Accountants Symposium in Detroit and 
the Michigan College Accounting Educators Con- 
ference, held in Flint. He recently served as chair- 
man of the accounting program at the meeting of 
the Midwest Economics Association. 

BERNHARD C. LEMKE has been appointed by 
the mayor of Turin, Italy, to a commission study- 
ing the Turin Transit System. 


Wayne State University 


STANFORD N. PHELPs has been added to the 
stad. BERNARD F. MAGRUDER, head of the Rene- 
gotiation Board in Detroit, has resigned. STUART 
R. CRANE will attend Indiana University during 
the current year to work toward the D.B.A. de- 
gree. 

MISSOURI 
University of Missouri 

Louis F. Bracront has left his position as in- 
structor at St. Louis University to accept the 
same rank at the University of Missouri while 
pursuing study toward the doctorate. DoNALD L. 
Ricwarp received the Ph.D. degree from Ameri- 
can University in June. 

Josepn A. Sttvoso was chairman of the tech- 
nical sessions of the fiftieth annual meeting of the 
Missouri Society of CPAs, held in June. In May, 
Silvoso read a paper on purchasing and inventory 
controls before the St. Louis Chapter of the Amer- 
ican Association of Hospital Accountants. 
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NEW JERSEY 
Fairleigh Dickinson University 
Harry W. SANDHUSEN has been elected di- 


rector of publications for the Paterson Chapter of 
NAA. 


Rider College 
PETER Mitiotis has been awarded the M.B.A, 


degree with highest honors from Fairleigh Dickin- 
son University. 
Upsala College 

H. has been designated acting 
chairman of the department of business admin- 
istration. 

NEW YORK 

Cornell University 


ArtTHur Tuomas has been appointed lecturer 
in accounting for the current academic year. 
Joseps E, Hampron has been appointed co-editor 
of The Federal Accountant. 


New York University 


Harotp A. Eppston addressed the annual 
meeting of the New Jersey Bar Association in 
May on tax problems growing out of real estate 
transactions. He is serving as advisory editor of 
the National Tax Journal and as a member of the 
advisory committee on technical services of the 
New Jersey Society of CPAs. 


Syracuse University 

Witpur C. HasemMAn has returned from a 
year in Turku, Finland on a Fulbright Fellow- 
ship. WALTER G. Ket. spoke on education for 
controllership to the Syracuse Control of the 
Controllers Institute. 

Evrout S. GERMAIN spoke on internal auditing 
at the annual dinner meeting held by the Syracuse 
Chapter of the Association of Women Account- 
ants. JoHN T. Burke was the recipient of a fel- 
lowship from the Foundation for Economic Edu- 
cation, Inc. 

OHIO 
University of Cincinnati 
Wayne S. OvERMYER has been promoted to 
the rank of professor. CLARENCE G. AVERY has 
joined the accounting faculty as an assistant pro- 
fessor. 
OKLAHOMA 


The University of Oklahoma 


VERNON H. Upcuurcs has been promoted to 
professor and chairman of the department. He 
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replaces D. L. Barnes. Witt1am C. McGrew has 
elevated to full professor. THEopoRE P. Herrick 
has received the Ph.D. degree from Ohio State 
University. 

Atva Cumincs conducted a course in ele- 
mentary accounting last summer over educational 
television stations in Oklahoma City and Tulsa. 
Students obtained the assignments from the pro- 
grams and submitted written work by mail. 


PENNSYLVANIA 
Duquesne University 


Frank J. Wricut has been appointed head of 
department. T. E. Hotianper is on leave to serve 
as technical assistant to the director of profes- 
sional development of the AICPA. Ropert M. 
JENNtNGs has joined the faculty. 

The new ten-story building for business and 
law will be the meeting place in November for the 
Accounting Symposium to be held by the Pitts- 
burgh Chapter of the Pennsylvania Institute of 
CPAs. 


University of Pitisburgh 


James R. Omps and P. Capatcu have 
been promoted to assistant professorships. 
CapPatcH was recently awarded the CPA certifi- 
cate. Marx A. PLIVEtic has joined the staff as an 
instructor. 

CLARENCE L. VAN SICKLE and James H. Ros- 
SELL again lectured in the business management 
course conducted by Westinghouse Electric Cor- 
poration during the summer. RicHarp A. RIDILLA 
was awarded a faculty fellowship last summer 
with Price Waterhouse & Co. 


TENNESSEE 
University of Tennessee 


W. Harotp Reap has been named to the newly 
created post of executive assistant to the presi- 
dent of the University. 


TEXAS 


Rice Institute 

Epcar O. Epwarps has resigned from Prince. 
ton University to accept the appointment as 
Reginald Henry Hargrove Professor of Eco. 
nomics. He will serve as chairman of department 
and director of the graduate program. 


Southern Methodist Universtiy 


Truxton L. SHaw has been granted a leave of 
absence for 1959-60 for the purpose of conducting 
research in the taxation of oil and gas income. 


VIRGINIA 
Virginia Polytechnic Institute 
L. Manton HarrRE Lt, Jr. has been appointed 
to the Virginia State Board of Accountancy fora 
two-year term. R. Bruce Provuty has been 


granted a leave of absence to work on the doc- 
torate at the University of Alabama. 


WISCONSIN 
Marquette University 


N. BeErcstrom has _ succeeded 
ALBERT J. StEVERS as chairman of the Account- 
ing Department. SrEvERs is continuing as a staff 
member after holding the position of chairman 
for nine years. Howarp LAUNSTEIN has joined 
the staff with the rank of associate professor. 


University of Wisconsin 

Pavut H. WALGENBACH has been promoted to 
associate professor. RoBerT H. was re- 
cently awarded the CPA certificate and is pres- 
ently on a year’s leave to conduct research on 
security valuations for life insurance companies. 

WYOMING 

The University of Wyoming 


Louis C. JURGENSEN has been promoted to 
the rank of professor. 
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BOOK REVIEWS 
James S. Lanuam, Editor 


Accounting 


Ankers, Opportunities in Accounting. 
Bierman, Managerial Accounting, An Introduction.................-- 
Committee on Accounting, Principles of Accounting................... 
Eammond, How to Solve Introductory Accounting Problems.......... 
Horngren and Leer, CPA Problems and Approaches to Solutions, Vol. I, 

Problems and Approaches and Vol. II, Solutions and Answers. .... 
Johnson, Accounting Systems in Modern Business................+-+- 


Ohlsson, On National Accounting. 


Pyle and White, Fundamental Accounting Principles, Revised Edition. . 
General 
Janes, Hloctronics in Business... 
McNichols, Policy Making and Executive Action..................... 
Taxes 


Bardes, Mahon, McCullough and Richardson, Montgomery’s Federal 


Taxes, 37th Edition......... 


Gutkin and Beck, Tax Avoidance vs. Tax Evasion and 


Holsman, Sound Business Purpose 
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Accounting 


Raymonp G. ANKERS, Opportunities in Accounting, 
(New York: Vocational Guidance Manuals, Inc., 
1958, pp. vi, 118, Price $1.65). 


Opportunities in Accounting, one of a series of man- 
uals published by Vocational Guidance Manuals, Inc., 
is directed primarily toward the college student who is 
undecided as to a career. 

In the introductory chapter the author distinguishes 
between accounting and bookkeeping, gives a brief 
history of accounting, and points out the various fields 
of employment open to accountants. After establishing 
the background for the manual, he covers such im- 
portant aspects in career determination as personal and 
educational qualifications, areas of work, and compensa- 
tion. The author also makes some observations on get- 
ting started in the profession and gives some facts re- 
garding various professional organizations in account- 
ing, emphasizing their roles and functions. The manual 
concludes with pointers for the student as to where he 
may obtain additional information. 

Mr. Ankers points out that success in accounting, as 
in any other profession, depends primarily on two fac- 
tors: personal qualifications and education. For discus- 
sion purposes, personal qualifications are subdivided 
into three broad categories, namely: aptitudes, interests, 
and characteristics. Education is subdivided and dis- 
cussed from the standpoint of the high school, college, 
graduate school, and the evening school. 

When discussing the areas of work, Mr. Ankers classi- 
fies the profession into two categories: public and pri- 
vate- Although the term “public accounting” as used in 
the manual carries the usual connotation, the term 
“private accounting” is used in a somewhat broader 
sense than usual, since it is used to describe all fields of 
accounting other than public accounting. In discussing 
the various aspects of work in both public and private 
accounting, emphasis is placed upon the nature of the 
work and the opportunities in the area. 

While hesitating to present specific salary figures, 
since compensation ranges are in a constant state of flux, 
the author indicates that the well-trained accounting 
graduate will be adequately taken care of compensa- 
tionwise. Hestresses the fact that if a student is fully 
qualified otherwise, compensation will be no problem. 

When indicating sources of additional career informa- 
tion, the author provides a bibliography of books, arti- 
cles, and pamphlets and a list of what he terms “ac- 
counting schools.” The bibliography, while not exten- 
sive nor indicative of the price, if any, of the pamphlets, 
should prove helpful to students. The list of schools, 
although somewhat restrictive, should also prove a 
worthwhile source of information. (The list is restrictive 
in the sense that it contains enly the names of schools 
which are members of The American Association of 
Collegiate Schools of Business or those which offer 
courses of study registered by the states of New Jersey 
and New York as meeting their CPA education require- 
ments.) 

While some may consider Opportunities in Account- 
ing to be slightly oriented toward public accounting, 


it is the opinion of this reviewer that it should be a 
welcome and useful addition to the library of every 
guidance counselor, high school, and college in the 
country. 
KENNETH W. PERRY 
Professor of Accountancy 
University of Illinois 


Harop BIERMAN, JR., Managerial Accounting, An In- 
troduction, (New York: The Macmillan Company, 
1959, pp. x, 483, Price $7.50.) 


This text is one of the growing number which stress 
the managerial viewpoint in the accounting, reporting, 
and analytical process. The book is divided into two 
parts. The first deals with financial accounting, the 
second, with managerial accounting. 

The section on financial accounting begins in conven- 
tional fashion. It explains the position statement, shows 
the effects of transactions on the statement, and then 
demonstrates the accounting cycle. The latter part of 
this section consists of a detailed discussion of the con- 
tent of the major groups on the position statement, in- 
cluding the entries applicable to relevant items, the 
preparation of the income statement, and the prepara- 
tion of the funds statement. 

The section on managerial accounting constitutes an 
orientation of wide scope. The topics covered include 
standard costs, budgetary control of operations, capital 
budgeting, direct costing, marginal income and marginal 
cost in decision-making, breakeven and profit-to-volume 
analysis, changing price levels, and common dollar ac- 
counting. 

The book is primarily directed to students interested 
in accounting as a tool of management. In accordance 
with this purpose, accounting procedures and techniques 
are reduced to a minimum. The postulates and princi- 
ples making up the accounting framework are presented 
in the first chapter so that at the outset the student is 
given proper understanding and perspective as to the 
implications of financial statements. Presentation is 
concise and direct to permit coverage of the wide variety 
of topics covered. These topics are so arranged that the 
instructor can readily omit certain chapters to meet the 
limiting requirements of a one-semester course. In this 
connection, the author suggests the chapters that might 
be omitted. 

Each chapter contains questions and problems, gen- 
erally ranging from five to ten in number. Most of these 
are short, presumably to conform to the author’s objec- 
tive of stressing concepts and standards overall, rather 
than their detailed application. 

The section on managerial accounting, consisting of 
seventeen chapters, might be termed an “exposure” to 
accounting analysis in many management areas. The 
topics are so broad that many are the basis of individual 
courses in the curriculum. This is seen from the follow- 
ing chapter titles: 

21 Organization for Cost Control and Recording of 

Costs 
22 Manufacturing Overhead 
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Book Reviews 


23 Systems of Cost Accounting 

24 Analysis of Cost Variances 

25 Administration of the Budget Program 

26 Control of Costs 

27 Control of Inventory 

28 Variable Costing, or “Direct Costing” 

29 Marginal and Differential Costs, and Decision- 

making 

30 Break-Even Analysis 

31 Measuring Performance 

32 Accounting Reports for Management 

33 Procedures for Recording Costs: Internal Control 

34 Capital Budgeting 

35 Inventories and a Changing Price Level 

36 Depreciation and the Measuring of Income with 

a Changing Price Level 

37 Common Dollar Accounting 
Chapters 21 to 24, inclusive, and 26 to 28, inclusive, 
would normally serve as the basis for a course in Cost 
Accounting Principles; Chapter 25 and Chapters 29 to 
34, inclusive, for a course in Cost Analysis for Manage- 
ment; and Chapters 35 to 37, inclusive, would comprise 
asignificant segment of a course in Contemporary Ac- 
counting Theory. The instructor should be very careful 
in his teaching to stress the fact that the text coverage 
is survey in character, and that there are numerous 
implications, modifications, and pitfalls in the applica- 
tion of each approach or technique that require further 
study in more advanced courses. 

The author uses sound pedagogical approach 
throughout. Examples are the use of the account- 
method of preparing the statement of funds and the 
demonstration of the geometry of graphs in the prepara- 
tion of the break-even chart. He is somewhat critical of 
the Lifo method, and recommends that the inventory at 
Lifo cost be increased to a higher current market with a 
corresponding increase in Stockholder’s Equity for the 
unrealized increment. Ignored, unfortunately, is the cur- 
rent accounting impact of the income tax which will be 
incurred on the gain at the time of realization. 

Taken as a whole, the text represents a fresh ap- 
proach in content and mode of coverage. It will fit very 
well the requirements of the college which does not have 
a comprehensive accounting curriculum, and of the 
student-major in management, engineering, or eco- 
nomics who is interested in a course in accounting stress- 
ing managerial approach and use. 

Josern A. MAURIELLO 
Professor of Accounting 
New York University 


CoMMITTEE ON ACCOUNTING, PRINCIPLES OF ACCOUNT- 
inc (New York: Pitman Publishing Corporation, 
1959, pp. xvii, 596, Price $6.50). 


The Committee on Accounting, a collaborative writ- 
ing group of eighty-one professors of accounting from 
various colleges and universities, authored this text and 
have published it as a basic text for college students 
enrolled in first-year accounting classses, whether these 
students are accounting majors or not. 

The publisher states that an entirely new approach 
employing a cash cycle is a highlight of the book and 
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that the first cycle leads the student through journaliz- 
ing and posting in a natural, meaningful manner. Ques- 
tions and problems abound, and supplementing the text 
are a Workbook, two Practice Sets, Tests, and an In- 
structor’s Manual. 

The text does not in my opinion reveal a new ap- 
proach, for the contents read like most of the texts 
written on first-year accounting. The first nine chapters 
take up the various accounts, the bookkeeping and fiscal 
work, purchases, sales, cash, and the accounting cycle 
review with Practice Set no. 1, which deals with a pro- 
prietorship operating a wholesale men’s wear business 
(the standard seven journals are used) finishing this 
phase of accounting. 

After this, there is the old standard chapter on notes 
and interest followed by a chapter on accrued and de- 
ferred items. The following two chapters, which I con- 
sider to be most useful to the first-year accounting 
student, deal with the valuation of current and fixed 
assets. The fourteenth chapter presents the standard 
voucher system method, and the fifteenth presents pay- 
roll accounting (although the book is published in 1959, 
it presents the 1958 rates for FICA). 

At this point, the book turns to the presentation of 
accounting for the other standard net worth equities— 
partnership (two chapters) and corporation (four 
chapters: organization and operation, stocks, capital ac- 
counts, and bonds)—followed by Chapter 22 on Tax Ac- 
counting. Then comes Practice Set no. 2 dealing with a 
partnership operating a wholesale printing business 
which changes into a corporate entity for the following 
month. The set uses the general, the cash receipts, and 
the sales journals; the voucher and the check registers; 
and the notes receivable and the notes payable registers. 

After completion of the practice set, the text goes into 
the subjects of manufacturing, job order cost, and proc- 
ess cost accounting devoting a chapter to each. The last 
five chapters, 26 through 30, deal with business consoli- 
dations, supplementary statements, analysis and inter- 
pretation of financial statements, budgeting control, 
and management and accounting. I wonder how many 
of the eighty-one authors who are practicing teachers 
will cover this section in a two semester six hour course, 
especially if taught in the freshman year. Furthermore, 
some of these subjects may be better taught in a third 
course. 

This text, like so many accounting texts written in 
the past three decades, forgets that today’s students are 
going to live in a business world employing electronic 
equipment and that the conditional sales contract is our 
way of life. A first-year student should be able to keep a 
set of books and prepare financial statements. If the 
student studies the journals as illustrated, he will be 
lost when he enters the business world. The book does 
not discuss such items as dealer’s reserve, accommoda- 
tion collections and payments, and repossessions or the 
matter of profit deferred at the end of the year. These 
are more important than the subjects covered in the 
usual first-year accounting text. 

In summary, a first-year text should enable a student 
to keep a set of books for a small business in the year 
1959, not 1900. Also the student should be able to read 
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and understand a financial statement. Advanced courses 
will teach him partnerships, corporations, costs, etc. A 
basic text should deal only with fundamentals. 
JoszerH CERNY 
Professor of Accountancy 
University of Mississippi 


W. Rocers Hammonp, How To Solve Introductory Ac- 
counting Problems, (Englewood Cliffs: Prentice-Hall, 
Inc., 1959, pp. xvi, 272, Price $2.95). 


The purpose of Professor Hammond’s book is to as- 
sist in the solving of introductory accounting problems. 
To attain this objective, he develops guides and rules 
providing direction to the student’s efforts. As a starting 
point, the author emphasizes the necessity for under- 
standing the exact nature of the problem, selecting 
procedures conducive to a reasonable solution, and car- 
rying the work to its conclusion. 

The introductory chapters set forth explanatory re- 
marks which might well be stressed in the first session 
of the elementary accounting course, dealing with: 

(1) the reason for working problems, 

(2) the progressive nature of accounting materials, 

and 

(3) the steps in solving problems. 

This book should not be confused with a supple- 
mentary workbook which supplies additional problems, 
rather it is designed to be additional text material deal- 
ing specifically with the area of problem solving. There- 
fore, topics selected for discussion are those covered in 
the standard texts which the average student may. ex- 
perience some difficulty in grasping. Each chapter in the 
second section of the book deals with only one basic 
topic, thus permitting easy correlation of Hammond’s 
book with the standard text. 

The author specifically omits cost accounting from 
his discussion. Both criteria for selection of topics would 
indicate that a chapter might well have been devoted to 
cost because the majority of beginning accounting texts 
deal with this subject and students may discover thorny 
aspects in cost problems. Other topics which might have 
included are: 

Reciprocal accounts and branch accounting 

Simple statements of source and application of funds 

Elementary consolidation problems. 

Although the author does not attempt to be too 
ambitious in the level of problems discussed, he covers 
the selected topics adequately for first-year classes. In 
view of this, the student seeking assistance might find 
this book helpful—especially in the areas of adjusting 
entries, statement preparation, control accounts with 
subsidiary ledgers, and in corporate accounting. Aid is 
forthcoming from effective use of the following devices: 
notes calling attention to the intricacies of the illustra- 
tive problem or to alternate solutions, summaries at the 
ends of the chapters, and presentation of solutions in 
clarifying steps. 

Since elementary texts use a variety of accounting 
terms, supplementary materials should be stated in 
terms which would be suitable to as many texts as possi- 
ble. Professor Hammond has used in his book what he 
considers “traditional” terminology. 


A major criticism of this book is that there is consid- 
erable repetition of the materials contained in the 
standard accounting texts. 

Rosert H. Coyeen 
Associate Professor 
Business Administration 
University of Michigan 
Flint College 


Cuartes T. HorncREN and J. Artnur Leer, CPA 
Problems and Approaches to Solutions: Volume I, 
Problems and Approaches, (Englewood Cliffs: 
Prentice-Hall, Inc., 1959, pp. xii, 392, $5.95). 


Cartes T. Horncren and J. Leer, CPA 
Problems and Approaches to Solutions: Volume II, 
Solutions and Answers, (Englewood Cliffs: Prentice- 
Hall, Inc., 1959, $4.50). 


Volume I, Problems and Approaches, is divided into 
three main sections as follows: 


Section I—Problems from CPA Examinations in 
Accounting Practice. 

Section II—General Approaches and Specific Ap- 
proaches. 

Section III—CPA examination questions in Theory 
of Accounts, Auditing, and Commercial 
Law, together with General Ap- 
proaches for each block or sub-section. 


These three sections are preceded by a Preface, a Table 
of Contents, and an Introduction. 

The Preface to this volume states that ‘“The empha- 
sis is on the most productive procedures in the prepara- 
tion of solutions [of CPA problems] and on the reasoning 
underlying them rather than merely on the solutions 
themselves.” It is also stated that the unique feature of 
this book is its emphasis on the approach to solutions 
in an attempt to bridge the gap between the formal 
statement of the problem and the final solution. 

The Introduction contains some excellent suggestions 
and advice for those contemplating sitting for the CPA 
examination. After a preview of the organization of the 
materials in the two volumes of this work and recom- 
mendations as to use and procedure, a major portion 
of the introduction is devoted to The Accounting Practice 
Examination in Perspective and discusses these topics: 

Basic Nature of Examination 
Reading the Problem 

Plan of Attack 

Problem Requirements 
Pressure 

Institute Suggestions 


These discussions are followed by a helpful summary, 
Section I—Problems from CPA Examinations in Ac- 
counting Practice consists of selected actual CPA prac- 
tice problems from the Uniform Examinations of the 
American Institute of Certified Public Accountants. As 
is usual in compilations of this type, the material is di- 
vided into topical groups (fourteen) in a generally 
familiar pattern. These range from Accounting Funda- 
mentals (Topic I), through Application of Funds, Cur- 
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rent Assets, Costs, Corporations and Partnerships, Con- 
solidations, Fund Accounting, Taxation, and others. 
Miscellaneous subjects include Estates and Trusts, 
Actuarial Science, and Statement of Affairs (Topic 
XIII). The last group (Topic XIV) consists of nine se- 
lected supplementary problems. 107 problems are incor- 
porated in Section I; each problem is given an estimated 
time for completion but no estimates are made of point 
values for grading purposes. In the Table of Contents 
each problem is given a page reference to Section I, and, 
with the exception of Topic XII (Taxation) and Topic 
XIV (Selected Supplementary Problems), a page refer- 
ence to Specific Approaches in Section IT. 

Section Il—General Approaches and Specific Ap- 
proaches is, as the sub-title would imply, divided into 
two sub-sections or divisions by topics corresponding to 
and identified with the topics covered in Section I. A 
General Approach is offered for each of the first twelve 
topics. Each General A pproach is a synopsis or summary 
of the nature of the accounting problems involved for 
each topical area and “are intended to provide a brief, 
convenient, over-all presentation of the major issues 
and methods of attack in the topical area.” Some of the 
General Approaches are less exhaustive than others and 
emphasize the desirability for additional and more thor- 
ough textbook review of a given topic; with this in 
mind, each Approach is concluded with a short bibliog- 
raphy. To illustrate the nature of this General Approach, 
Topic VII—Fixed Assets: Valuation; Disposal; Depreci- 
ation; Appraisals, has been selected simply by opening 
the book at random. In this instance, the General A p- 
proach consists of a discussion in summary form of gen- 
eral considerations (including a short Institute problem 
and suggested points on its solution), Depreciation (sub- 
headings: Straight-Line Depreciation, Accelerated De- 
preciation, Depreciation and Changing Price Level), De- 
pletion, and Intangibles. 

The second type of approach or Specific Approach 
embodies suggestions on how to attack specific problems 
originally presented in Section I. A quotation from the 
preface will explain what the authors have in mind. 
“Specific Approaches have the following advantages: 

(1) They raise questions or jog memories on particu- 
lar points in each problem, and at the same time 
they do not give away the answers. They offer in 
a convenient fashion brief explanations of key 
difficulties in the problems. 

(2) For the reasons in (1) above, they aid the candi- 
date in preparing more adequately before class; 
consequently, class sessions are not bogged down 
by the instructor’s spending time on issues which 
the candidate could have resolved for himself 
before class. In this way, more problems can be 
covered in a single session and a more thorough 
CPA Review is possible. 

(3) If Specific Approaches (not Solutions) are avail- 
able for each problem, candidates are likely to 
have more incentive in making honest efforts at 
solutions before class, rather than giving up when 
a difficult point arises and waiting to discover the 
best means of attack in the class meeting.” 

Section ITI of fifty pages is made up of Institute ques- 


tions on Theory of Accounts, Auditing, and Commer- 
cial Law, with a separate division for each subject. Each 
division begins with a General A pproach followed by 35, 
30, and 30 questions respectively for the three subjects. 
All questions have been selected from the Uniform Ex- 
aminations and some bibliography is included. 

Volume II—Solutions is in loose-leaf form and, al- 
though each problem solution does not start on a new 
sheet, in many cases this form permits the instructor to 
pass out solutions to his students just prior to or follow- 
ing discussion of the problem. This volume includes not 
only solutions to problems but also answers to the ques- 
tions in Theory of Accounts, Auditing, and Commercial 
Law posed in Volume I. Although the type is necessarily 
small, the solutions are easily followed. Working papers, 
schedules, adjustments and explanations appear quite 
complete and satisfactory. 

This work represents an admirable and rather metic- 
ulous effort by the authors to encourage a candidate to 
do his own thinking and to progress from problem to 
solution rather than from solution to problem. Many 
teachers will find this valuable, not only in so-called 
coaching courses, but in the development of the thinking 
man which after all is our ultimate goal in education. 

Hate L. 
Professor of Accountancy 
University of Tllinois 


Exprep A. JonNsoNn, Accounting Systems in Modern 
Business, (New York: McGraw-Hill, 1959, pp. vii, 
453, $7.75). 


The instructor who teaches a specialized course in ac- 
counting systems, or occasionally gets involved in the 
subject while teaching a related course, sometimes 
wonders whether it will be possible to reduce the vast 
amount of information available in this area to portions 
manageable by the student. It is easy for the instructor 
to get manufacturers’ literature describing the benefits 
and uses of the mechanical or paper products designed 
especially for use in an accounting system, so easy— 
and so reassuring, for it helps provide the student with 
up-to-date information about the subject. It is a rare 
and remarkable accountant who can keep abreast of the 
rapid changes taking place in the accounting systems 
field, who can comprehend how each new development 
can be best used within a system, and who can write 
clearly and intellectually a good student text about the 
subject. This feat has been accomplished by Professor 
Eldred A. Johnson in Accounting Systems in Modern 
Business. 

Professor Johnson has organized the subject into 16 
chapters that are about equally divided between four 
sections which can best be described as manual account- 
ing procedures, integration of the parts into a system, 
duplicating and sorting equipment, and machines pos- 
sessing human abilities. A “Forms Design” appendix 
and student exercises, or problems, complete the book. 
The written material is illustrated with pictures of the 
machines and forms being discussed and with charts 
which make clear how the accounting data flow from 
one control point to the next. As a result this is an un- 
usually stimulating book, which informs students about 


n 
PA : 
I, 
fis: 
PA 
ce- : 
ito 

in 
ry 
ial 
P- 
n. 
ile 
a- 
nS 
of 
1s 
al 
1s 
A : 
l- 
n 
| 


694 


accounting systems, but will also help instructors and 
practitioners to have a better understanding of the sub- 
ject themselves. 

The section on manual accounting procedures dis- 
cusses the types of source documents and journal and 
ledger forms that are in popular use as well as the types 
of binders and equipment that are available for an or- 
derly housing of such records. This affords a good back- 
ground for the discussion of the principles of systems de- 
sign where the author stresses the need for developing 
the various parts of a system into a closely knit related 
whole. He describes how the systems specialist can ob- 
tain this objective whether he is creating a new system 
or whether he is attempting to remedy difficulties that 
may have arisen within segments of one that is already 
established. Professor Johnson candidly observes how 
people are the root of most of the troubles in an account- 
ing system. It is because of this, he explains, that source 
documents must serve both as a worksheet to assist a 
person in computing or verifying certain figures and as 
memory devices. Such comments as—“Written docu- 
ments are used to overcome human frailties.” —“Paper 
work is the big problem in system design.” —and 
not turn to machines to help prepare these documents 
and to perpetuate the records.”—helps him and the 
reader make an orderly transition from manual to ma- 
chine accounting. 

The classification of mechanical devices admittedly 
serves no purpose other than a means whereby each may 
be discussed as a part of a group rather than separately; 
this is as it should be because no two different types are 
alike in every respect. However, his method of discuss- 
ing them according to the similarity of their functions 
has the added advantage of helping the reader logically 
pattern his thinking. As an example, manual duplica- 
tion equipment, which includes such topics as loose, 
bound, and continuous typewriter forms, peg-board 
combinations, strip analysis, direct, offset, gelatin, 
stencil, and photographic duplicators, is discussed in a 
separate chapter from that of mechanical accounting 
equipment, which includes the related subjects of desk 
calculators, adding, billing, multiple-register, semi- 
automatic and automatic machines. 

Techniques of coding and notching cards described in 
the chapter entitled “Needle Sort Cards” provides a 
good introductory background for the chapter on ma- 
chine punched cards which follows. Numerous practical 
examples of both IBM and Remington Rand card sys- 
tems are used to emphasize the adaptability of machine 
punched cards to a wide variety of accounting needs. A 
step-by-step treatment of the punching, classifying 
(sorting), and summarizing card phases simplifies what 
often times the uninitiated fears to be a rather compli- 
cated process. The mass of data available on integrated 
and automated machines has been reduced to digestible 
portions under the topic of common language machines. 
Many meaningful and well illustrated discussions of the 
versatility of punched, magnetic, and sensitized tape 
equipment exemplify how machines of this type may be 
used to partially automate the accounting steps known 
as preparation of document, recording, classifying, sum- 
marizing, and posting by interlocking the related ma- 
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chines in such a way that each will be actuated by a tape 
reading process. 

The use of electronic computers in connection with 
pinboard, wired panel, and card programmed machines 
provides Professor Johnson with subject material for a 
chapter entitled “Externally Programmed Computers.” 
He thoughtfully provides detail step-by-step instruc. 
tions for programming a payroll operation on one such 
machine. In connection with this he instructs the reader 
“to follow through the steps of this program until he 
understands them.” If this advice is followed, there isa 
good possibility that some will never get an opportunity 
to read the remainder of the book. 

The final category of machines he discusses, he refers 
to as internally programmed computers and/or account- 
ing systems machines. The essential difference between 
these and the externally programmed computers stems 
from the means by which the function of each is con- 
trolled. Control of the external programmed machines 
is said to be gained through the use of pinboards or 
wired panels, whereas control of the internally pro- 
grammed unit is accomplished through the use of in- 
structions stored on memory units housed within the 
machine. At this point the reader is exposed to the likes 
of binary arithmetic, schematic diagrams of computer 
tubes, sketches of control circuits, illustrations of com- 
puter instructions, and debugging. These topics are 
sometimes overly rigorous, but all, he insists, are essen- 
tial. 

James F. Moore 
Assistant Professor of Accounting 

University of Florida 
Incvar Ontsson!: On National Accounting, (Konjunk- 

turinstitutet: Stockholm, 1953, pp. vii, 354, sw. kr 

18:)—(Paper Bound) 


This book is the English translation of a Swedish 
doctoral thesis. The book has been available for some 
time but only recently has found the attention it de- 
serves. There can be no doubt that it belongs to the 
comparatively small category of dissertations which are 
much more than a mere test of ability for scientific in- 
vestigation; it rather constitutes a fundamental work in 
the area of National Accounting. Although it is—of 
course—not a textbook, it can be recommended as good 
supplementary reading in an upper division or graduate 
course. The content goes beyond the national boundaries 
and is based not only on English but also on Scandinav- 
ian and German literature. The approach of this book 
is in conformity with the Scandinavian tradition of 
Frish, Lindahl, Aukrust and other economists who have 
essentially contributed to this young discipline and 
whose works constitute the natural outgrowth of the 
great interest which Scandinavian writers, since Knut 
Wicksell, have devoted to macroeconomic problems. 

The first chapter deals with, what the author calls, 
Conditions of National Accounting. This comprises an 
exposition of the elements of National Accounting—a 


1 Ohisson since 1944 has been responsible for the cur- 
rent Swedish national income calculations at the 
Konjunkturinstitutet, Stockholm. 
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section which might be of particular interest to the busi- 
ness accountant since it offers definitions and sugges- 
tions some of which are general enough to have bearing 
on micro accounting as well. It continues with a discus- 
sion of the Institutional Conditions—a part which not 
only takes into consideration different economic sys- 
tems but which concentrates heavily on the reflections 
of government and bank activities in national accounts 
(a major interest of the author and main task of the 
book). Finally, the chapter climaxes in an analysis of 
the Purposes of National Accounting—this, though ap- 
pearing early in the book, must be considered the nu- 
cleus around which pivots most of the remaining con- 
tent. Ohlsson recognizes that a system of national ac- 
counts can serve several purposes only if it is designed 
to provide data pertinent to each purpose (an idea as im- 
portant as it is simple and until recently as much 
neglected in macro accounting as in micro accounting). 
Therefore the author subsequently suggests three al- 
ternatives: (1) the construction of a general purpose 
system of national accounts from which the special pur- 
pose systems may be extracted; (2) the construction of 
various NA-systems for different purposes; or (3) the 
construction of one special purpose NA-system with a 
list of corrections for the main items for which different 
treatment is required for different purposes. The practi- 
cal difficulties encountered in setting up a large array of 
specific statements lead to the compromise of using a 
limited number of analyses serving the following four 
purposes: statements of results (R-statements, which 
comprise measures of productivity on one side |R,-state- 
ments] and of welfare on the other [R,-statements]); 
income behavior analysis (I[B-analysis, based on Keynes- 
ian and business cycle theory); structure analysis (S-anal- 
ysis, which investigates the “relations between differ- 
ent transactions” and finally supplies a “structure indi- 
cator” of the pertinent economy, e.g., the relation of the 
government’s share of the national income to that of the 
private sector); and national budgeting (NB-work, which 
in socialized or semi-socialized countries goes far beyond 
the purely financial accounting of government revenues 
and expenditures). 

The second chapter discusses Recent Developments in 
National Accounting. It starts with the traditional Na- 
tional Income Statistics, stresses the importance of 
Great Britain’s contribution, and elaborates on the de- 
velopment in the U.S.A., Sweden, and Germany. Sur- 
prisingly enough, a separate section is devoted to Irving 
Fisher’s System with the explanation that “he gives.cer- 
tain definitions and arguments which could very well 
have been taken from present-day works about national 
accounting.” Two larger sections are reserved for the 
Norwegian Okosirk-System (in Ankrust’s English termi- 
nology: Ecocirc-System—derived from “economic cir- 
culation”) and Stone’s National Accounting System. 
Finally there is a short section dealing with Leontief’s 
System. This chapter offers good illustrations of various 
approaches in different countries. Since the goals of 
these systems are not identical, however, and since these 
systems are not necessarily to be identified with the en- 
tire national accounting system of the countries in which 
they originated, this survey has only limited value of 


comparison. Also, it can hardly be regarded as complete 
since systems as those prepared by Copeland, Allais, and 
others are not taken into consideration. 

Chapter IIT (The Problem of Valuation) offers an ex- 
cellent survey of the discussions and arguments evolv- 
ing around the problem “market value vs. factory cost” 
(Bowley, Frish, Kuznets, Little, Rolph, Ruggles, and 
Samuelson). Since these discussions are closely related to 
the problem of welfare measurement, the author devotes 
a separate section to the Statements of Results from the 
point of view of economic welfare and another from the 
point of view of production. 

The next three chapters (IV-VI) cover The Account- 
ing Design, The Problems of Periodising and Selection, as 
well as National Income, National Product, and National 
Expenditure. They constitute the logical elaboration of 
the thoughts established in the first third of the book 
and offer a wealth of interesting details which, within 
the limited frame of this review, cannot be entered into. 
It may however be noted that the problems dealt with 
in Chapters IV and V—as the titles betray—also have 
certain bearings on micro accounting. Occasionally, use 
is made of algebraic and matrix algebraic notations and 
the arguments presented are well founded and heavily 
endowed with quotations from the over two hundred 
publications listed in the bibliography. 

The following two chapters (VII, VITI) are concerned 
with National Accounting in Sweden and Lindahl’s Sys- 
tem of Concepts and the Swedish National Budget Work 
(1947-52). The final chapter (TX) offers a Summary and 
Conclusion. 

Ohlsson has been criticized? for inconsistency insofar 
as he stresses in the beginning of his book the (theoreti- 
cal) necessity for developing several NA-analyses, each 
for a certain purpose, but in the end yields to the practi- 
cal difficulties with the reconciliatory words, “perhaps a 
rather crude and simple NA-model can be deemed suffi- 
cient at present as a rough general purpose NA-system 
for use in economics of the Swedish type.” The reviewer 
neither interprets this as an inconsistency nor thinks 
that “this gulf between theory and practice suggests a 
rather disillusioned attitude to the whole complex of 
problems.’ Rather, it is accepted as a natural attitude 
toward the future and the present respectively—the 
only attitude possible for a work of basic research in a 
discipline as young as National Accounting. 

RIcHARD MATTESSICH 
Associate Professor 


University of California 
Berkeley 


W. anp Joun Arcu Waite, Funda- 
menial Accounting Principles, Revised Edition, 
(Homewood, Illinois: Richard D. Irwin, Inc., 1959 
pp. vii-753, Price $7.00). 


A first-year accounting text usually draws three main 


* Erik ~ Erik Lindahl: “The Basic Concepts of National 
Accounting,” International Economis. Papers, Vol. 7, 
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what approach? These questions may first be answered 
by listing the chapter titles. 
Chapter 1. Introduction Through the Accounting 
Equation 
2. Accounts and the Trial Balance 
3. The General Journal and Posting 
4. Adjusting the Accounts and Preparing the 
Statements 
. The Work Sheet; Closing the Accounts 
. Accounting for a Merchandising Business 
. Business Papers and Procedures for Pur- 
chases and Sales 
8. Special Journals and Subsidiary Ledgers 
9. Modification of the Journals: The Com- 
bination Journal; Departmental Account- 


ing 

10. Accounting for Cash 

11. Accounting for Notes and Drafts 

12. Bad Debts and Accounts Receivable; In- 
ventories and Cost of Goods Sold 

13. Accounting for Fixed Assets and Deprecia- 
tion 

14. Adjustments, Additional Considerations 

15. The Voucher System for Controlling Lia- 
bilities 

16. Payroll Accounting 

17. Partnerships: Nature and Sharing of Earn- 


ings 

18. Partnerships: Dissolutions and Liquida- 
tions 

19. Corporations: Organization and Operation 

20. Corporations: Stock Transactions 

21. Corporations: Contributed and Retained 
Capital 

22. Long-Term Liabilities and Investments 

23. Manufacturing Accounting 

24. Basic Job Order Cost Accounting 

25. Basic Process Cost Accounting 

26. Management’s use of Accounting Data 

27. Budgets and Budgeting 

28. Analysis and Interpretation of Financial 
Statements 

29. Statement of Sources and Applications of 
Funds 

30. Fundamental Accounting Conventions, 
Concepts, and Standards. 


Following each chapter are a series of questions, prob- 
lems, exercises, and supplementary problems, These 
problems are well-coordinated with the text material of 
the chapter. Available to accompany the text are sets 
of working papers, two practice sets, a workbook of 
study guides, and a supplementary problem manual. 

The dust jacket and preface emphasize the claim 
that this text is as nearly self-teaching as possible, with 
management’s use of accounting emphasized through- 
out. The chapter arrangement, with “small-business 
journals” and departmental accounting introduced in 
Chapter 9, seems to be an effort toward a management- 
oriented text; yet the content of most chapters and the 
presentation within the chapters did not appear to fol- 
low this emphasis. Particularly weak from a manage- 


ment view was the explanation of the methods of inven- 
tory pricing and depreciation computation. An under- 
standing of these alternatives is vital to management's 
knowledge; but the reasons for these alternatives and 
especially their results are poorly explained. Chapters 
26 through 29, covering materials usually considered 
to be management’s use of accounting, contain much 
of the conventional data and frequently give brief, 
sketchy descriptions of these matters. Outstandingly 
weak is Chapter 27, which gives a seven-page high- 
lighted summary of budgeting. Chapter 26, however, 
does introduce the ideas of payback and return on plant 
investment, replacement timing, and product volume 
and pricing considerations. 

The self-teaching claim also seems only partially true. 
There are many illustrations, and the use of color in 
some of them aids in following the accumulating and 
processing of data. Chapter 3 is helpful to a student by 
explaining in considerable detail many of the bookkeep- 
ing techniques that confront a beginning student. Other 
chapters elaborate (perhaps more than necessary) on 
the forms, procedures, documents, and customs under- 
lying transactions. 

Several omissions of details, however, offset the addi- 
tional details presented. The introduction of the tem- 
porary accounts is awkward, and their relationship to 
the proprietorship account is not fully explained. The 
chapter on notes and drafts, although closely following 
the chapters on special journals, records all transactions 
in a general journal only; the fitting of compound en- 
tries into special journals is not explained. The Payroll 
Accounting chapter offers double-page illustrations of 
reporting Forms 940 and 941, but the forms are blank 
and are not tied in to any illustrative data. This payroll 
chapter mentions several times the need for a determina- 
tion of the amount of wages subject to tax, but there is 
little explanation and no procedure given as to how this 
is done. And corporate surplus is stressed as very im- 
portant; yet its explanation depends primarily on an 
illustrated surplus statement without text description or 
development. 

Also limiting the self-teaching nature of the book are 
instances in which illustrated entries are the only means 
by which an idea is developed or a procedure is traced, 
without supporting text discussion of the reason for the 
entry or the results achieved by the entry. Such details 
may well be filled in by a teacher, but their omission in 
the text limits its independence as a learning device. 

The text material is tedious reading, at best, largely 
through repetition of phrases and of the subject under 
discussion. In some cases the authors seem to follow the 
pedagogic practice of stating an idea three times to suf- 
ficiently impress it on the student. Throughout much of 
the book the style of writing is stilted and awkward. An 
apparent attempt to use short sentences resulted too 
frequently in a repetition of the subject nouns with a 
detrimental effect on the flow of the idea being discussed. 
Also, a better use of major headings and subheadings 
within some chapters would have allowed an easier fol- 
lowing of the discussion. 

In setting up a class schedule from the book a teacher 
may be troubled by the varying length and type of con- 
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tent of the chapters. Some chapters are short (Chapter 
27, Budgets and Budgeting, contains only seven pages) 
and are primarily of a generalized discussion nature. 
Other chapters seem extremely long and full of basic ac- 
counting material. 

There are some very strong parts of the book. The 
tie-in of worksheet data and financial statements is very 
well done. The concept of depreciation is presented 
very well (in spite of poor writing), and the effect of de- 
preciation on the Statement of Application of Funds is 
well illustrated and explained. The need for and method 
of adjustments are nicely explained, and are followed by 
an excellent presentation of the reasons for and effects 
of reversing entries. The subject of adjusting entries is 
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depreciation charges are the main drawbacks to a gen- 
erally excellent handling of adjustment data. 

The final chapter seems to be another strong point. In 
this chapter, the basic accounting concepts and con- 
ventions are stated and briefly explained. This ending 
seems to be an excellent means of summarizing the en- 
tire text into a logical framework, as well as explaining 
why some things were done as they were in the earlier 


The basic content of the book is sound and parts are 
excellent. It is unfortunate that this good core could not 
have been developed by better writing and editorial 
care. This extra development could have resulted in an 
excellent well-coordinated text instead of the mixed re- 


handled in easy stages, beginning with simple entries sults presently achieved. 
(including a depreciation entry) in Chapter 4, with a full E. Ben YAGER 
explanation of adjustments coming in later chapters. Assistant Professor of Accounting 
Weak explanations of the reasons for and effects of the Miami University (Ohio) 
different methods of computing inventory valuation and 
General 


GarpNer M. Jones, Electronics in Business, (East 
Lansing, Michigan State University, 1959, pp. 106, 
Price $3.50). 


The author has based this monograph, in part, upon 
a Louisiana State University doctoral dissertation. 
Jones states that this book was written with “one 
definite purpose: to appraise the present value and fu- 
ture potential of electronic computer systems in order 
to assist businessmen in measuring the usefulness of 
these revolutionary devices in their own situations... 
the intention is to reach the large number of business 
managers who initially know only a little about elec- 
tronic data processing. . . .” Jones also devotes a con- 
siderable amount of time presenting an expanded defini- 
tion of the accounting function within a firm, with 
which the above mentioned business manager may be 
sorely tempted to take issue unless he continually keeps 
in mind that Jones is discussing accounting as a function 
or approach—as opposed to a department in an organi- 
zational chart. 

The author’s definition of accounting is carefully de- 
veloped in the first chapters. Accounting is not a depart- 
ment—but a service function which not only produces 
information but “interprets goals and results, points 
up exceptions, weaknesses, cost savers, revenue boost- 
ers, in a search for features which will make the business 
more productive . . . efficient . . . useful . . . and profit- 
able. There is no clearly defined line between accounting 
and sales analysis .. . financial management .. . pro- 
duction planning.” Jones continues on to briefly de- 
velop the case for the accounting approach in most 
major phases of normal business operation. 

An excellent condensed orientation (for the novice) 
in the “Nature of Electronic Data Processing” is pre- 
sented in the third chapter—the system and the equip- 
ment. The theme of the usefulness and economic feasi- 
bility of the EDP system is interwoven with the ex- 
planation of the system. At this point, the author starts 


to draw extensively upon a large bibliography, present- 
ing the evaluation in terms of the opinions and conclu- 
sions of the contributing authors. He finally states a 
conclusion with which the reviewer heartily concurs. 
“One conclusion can be drawn: no company can make 
its decision to turn to electronics ...on the basis of 
some other company’s experience. . . . Each firm’s situ- 
ation is sufficiently different from others that an inquiry 
directed toward that particular company’s circum- 
stances is the only way to find out... .” 

The author’s predicted effects of electronics on the 
accounting function within and without the firm are dis- 
cussed in the closing chapters. Once again, unless the 
reader continually remembers that Jones refers to ac- 
counting as a service function, and the computer as a 
tool for the performance of that function, he may take 
issue with the responsibilities assigned to the “ac- 
countant” and the computer in the planning and con- 
trol phases of the firm’s operations. 

The reviewer recommends this small book as a well 
written, condensed, general introduction to electronic 
business data processing. The person with general in- 
terest will find a concise and effective explanation of the 
“nature of the beast” and its business implications; the 
reader with specific interest(s) will be directed into 
further channels for inquiry and study with a relatively 
small amount of reading. 

Herman C. HEIsER 


Partner 
Lybrand, Ross Bros. & Montgomery 


Tuomas J. McNicuots, Policy Making and Executive 
Action, (New York: McGraw-Hill Book Company, 
Inc., 1959, pp. xi, 693, Price $6.50). 

The author designed this book to provide a basic for- 
mat and collection of cases for the teaching of business 
policy in executive development courses, graduate 
schools of business, and such other schools which offer 
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business policy courses. No text materials are presented. 
Thirty-four cases appear within the author’s format. 
The cases involve reports of concrete events and behav- 
ior which have been prepared for class discussion. 

The arrangement of cases presents a basic framework 
for decision making, policy formulation, and the imple- 
mentation of plans for action. The general classifica- 
tion of cases is as follows—Part One: Top Management 
in Perspective; Part Two: Analysis of the Situation; 
Part Three: The Decision-Making Process; Part Four: 
Implementation Through Organization and Control; 
Part Five: Basic Day-to-Day Administration; and Part 
Six: Reappraising and Recharting Courses of Action. 

Part One includes introductory cases which are in- 
tended to provide direction and a framework for the an- 
alysis of business situations. They serve to develop the 
student’s conceptual ability to recognize the interrela- 
tionship of business functions and to understand the 
business enterprise as a whole economic unit. 

Parts Two, Three, Four and Six contain cases which 
may be used to develop the student’s over-all admin- 
istrative skill. The basic sequential processes of admin- 
istration or management are emphasized. These proc- 
esses of administration, which define the executive func- 
tions, are described by the author as: (1) Analyzing the 
situation; (2) Determining basic objectives and develop- 
ing plans for action; (3) Organizing to put plans into 
action and setting up control measures to appraise re- 
sults; and (4) Reappraising the situation—objectives, 
plans, and controls—to rechart courses of action. 

Part Five contains cases which represent a logical ex- 
tension of the framework developed for the administra- 
tive processes. However, they are designed to permit a 
more detailed analysis of the routine procedural execu- 
tive functions. Specific organizational matters such as 
the use of committees in management, delegation of 
authority, executive development, and communication 
in management are highlighted in some of the cases in 
this part. 

There is an introductory chapter preceding the cases 
in which the author gives a suggested approach to case 
analysis and the administrative process. Suggestions 
are provided to guide the student in making an analysis 


of the situation. Charts are shown to illustrate the rela- 
tionships of internal factors, external factors, and skills 
and resources with the focal point for executive action 
which involves objectives, planning, organization, and 
control. Guides are listed for setting basic objectives 
and shaping the corporate image. Examples of key 
questions are listed for testing the effectiveness of the 
implementation of decisions and plans through organiza- 
tion and control. 

Inasmuch as no text material appears in this case- 
book, the introductory chapter can be very helpful to 
both students and instructors. The author’s point of 
view concerning case analysis and the administrative 
process provides the framework and the approach for 
policy making and executive action by means of simu- 
lated analysis and decision making within the frame- 
work of the sequence of cases. 

A contribution to the case method of instruction has 
been made with this collection of cases. There is a good 
representation of cases presented from the areas of fi- 
nance, manufacturing, publishing, and marketing insti- 
tutions. Although most of the cases have been drawn 
from the area of manufacturing, there is a wide coverage 
of different industries such as chemical, electrical, metal 
products, et cetera. 

The individual cases involve the major functions of 
business and serve to integrate the administrative point 
of view regarding production, financing, marketing, per- 
sonnel, and foreign operations. The author makes excel- 
lent use of organization charts and quantitative finan- 
cial data for the analysis of pertinent information in al- 
most all the case examples. Each case is well organized 
and well written to enable a student to develop his abil- 
ities in the analysis of business situations and the ad- 
ministrative or management process. 

Although this book is not for executive reading, the 
reviewer has no hesitancy in recommending it for use in 
a business policy case course in either executive develop- 
ment programs or professional schools of business. 

Joun F. 
Professor and Chairman 


Department of Management 
Indiana University 


Taxes 


Pump Barpes, JAMES J. MAHON, Joun McCCuLLoucn, 
Marx E. Ricuarpson, editors, Montgomery's Fed- 
eral Taxes, 37th edition (New York: The Ronald 
Press Company, 1958, pp. ix, 1333, $25). 


This very large and very authoritative general cover- 
age of the Federal income, gift, and estate taxes is the 
work of a large group of well-qualified persons, com- 
posed of four editors and fifty-two contributors. It is the 
most recent, the thirty-seventh, in a long line of editions 
of this distinguished reference work. A detailed review 
of this book is not feasible and is not necessary for any- 
one familiar with Federal income tax literature. How- 
ever, a brief description is in order for those not so well 
acquainted with what has been written on the subject. 


Montgomery's Federal Taxes covers the income taxa- 
tion of individuals, partnerships, estates and trusts, and 
corporations, and estate and gift taxes. There are sug- 
gestions for tax planning throughout the text; in addi- 
tion, one chapter is devoted exclusively to family and 
estate tax planning. References to the Code, Treasury 
rulings, regulations, and court decisions are spread lib- 
erally throughout the book. Tables B through E at the 
end of the volume facilitate the location of the authors’ 
discussion of specific Code sections, provisions of the 
Technical Amendments Act of 1958 and the Small 
Business Tax Revision Act of 1958, regulations, Treas- 
ury rulings, and court decisions. A sixty-five page gen- 
eral index makes it possible to locate specific subjects 
with a minimum of effort. Each chapter is preceded by 
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a very helpful and detailed table of contents for the 
chapter and is ended with a checklist of opportunities 
for tax planning. 

Although the publication date is 1958, this volume 
includes a discussion of the Technical Amendments 
Act of 1958 and the Small Business Tax Revision Act of 
1958, which became law late in 1958. Naturally enough, 
few Treasury regulations and rulings on the 1958 legis- 


I—Income Taxes 
Income and Deductions 


lation were available for inclusion. Direct quotations of 
law, regulations, and decisions are kept to a minimum; 
simple and clear statements of the substance of a pro- 
vision or ruling are provided along with a reference to 
the official source. Fundamental rules of general appli- 
cation are emphasized; minor exceptions or items of 
limited interest are played down with little more than 
a reference. The scope and arrangement of the book is: 


Ch. 1—73 pp. Income-Inclusions and Exclusions 

Ch. 2—39 pp. Sales of Inventories and Services 

Ch. 3—63 pp. Compensation for Personal Services 

Ch. 4—31 pp. Deductions for Interest, Taxes, and Contributions 
Ch. 5—82 pp. Expenses, Losses, and Miscellaneous Deductions 


Ch. 6—49 pp. Depreciation 


Tax Accounting 
Ch. 7—28 pp. Tax Basis of Property 


Ch. 8—44 pp. Accounting Periods and Methods 


Transactions Specially Treated 
Ch. 9—17 pp. Capital Gains and Losses 


Ch. 10—78 pp. Real Property and Other Tangible Fixed Assets 


Ch. 11—22 pp. Patents and Other Intangibles 


Ch. 12—65 pp. Natural Resources 


Ch. 13—52 pp. Dividends and Stock Redemptions 


Ch. 14—78 pp. Disposition of Securities 


Ch. 15—84 pp. Corporate Organizations, Reorganizations, and Liquidations 
Ch. 16—36 pp. Foreign Business and Employment 


Determination of Taxable Income and Tax 


Ch. 17—79 pp. Corporations 

Ch. 18—52 pp. Partnerships 

Ch. 19—28 pp. Individuals 

Ch. 20—53 pp. Estates and Trusts 


II—Esiate and Gift Taxes and Planning 
Ch. 21—93 pp. Estate and Gift Taxes 


Ch. 22—50 pp. Family and Estate Tax Planning 


III—Administration 


Ch. 23—47 pp. Payment and Refund of Taxes 


The foreword to the book states that its basic pur- 
pose is to present a clear and concise explanation of 
Federal income, estate, and gift tax law which will be of 
the greatest value to managers and owners of businesses, 
corporate executives, investors, and professional ad- 
visers. This objective has been met in excellent fashion, 
as it has been for so many years in earlier editions. 

In addition, an important aim has been to develop 
the volume as a text for advanced tax courses. The lack 
of problems for solution by the students probably will 
discourage teachers from using this book for under- 
graduate, problem-solution type of courses in preference 
to the widely-used (in spite of their shortcomings) Fed- 
eral tax courses of Prentice-Hall, Inc. and Commerce 
Clearing House, Inc. However, Montgomery’s Federal 


Taxes is a valuable reference book—to be used along 
with other tax books, tax periodicals, and looseleaf tax 
services—for advanced tax courses which include in- 
struction in tax research and case preparation. Its great- 
est use probably is as a reference book rather than as a 
textbook. 

Probably most persons familiar with the literature of 
income tax determination agree that Monigomery’s 
Federal Taxes deserves one of the top spots among refer- 
ence books suitable for businessmen, tax practitioners, 
teachers of income taxation, and libraries. 

Cartes J. GAA 
Professor of Accounting 


Michigan State University 
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Sypney A. GuTxin anp Davin Beck, Tax Avoidance 
vs. Tax Evasion (New York: The Ronald Press 
Company, 1958, pp. vii, 220, $10.00). 


Rosert S. Horzman, Sound Business Purpose (New 
York: The Ronald Press Company, 1958, pp. vii, 
208, $10.00). 


Here are two additional books in Ronald’s Tax Prac- 
titioner’s Library, edited by Robert S. Holzman. The 
general arrangement of materials follows that of the 
earlier books in this series (see reviews in Tue Ac- 
COUNTING Review, April, 1959). 

The authors of Tax Avoidance vs. Tax Evasion ap- 
proach their subject delicately, probingly. In the “prob- 
lem” chapter, which is characteristic of the series, both 
the historical and analytical approaches to orientation 
are employed. Tax evasion is associated with the use of 
fraudulent means of reducing a person’s proper tax. 
Tax avoidance, iess readily identifiable, may be imple- 
mented by non-ordinary transactions, which the au- 
thorities will scrutinize for “‘substance’’; in the business 
world, the standard of a proper means for tax reduction 
(assuming that the transaction complies with the letter 
of the law) is what “the objective business man” would 
do in his quest for profits. 

Holzman’s book on Sound Business Purpose under- 
takes to explore the meaning, implications, and areas of 
application of a particular judicial doctrine, the “busi- 
ness purpose test.” In Judge Hand’s view, that doctrine 
is simply an expression of judicial regard for the reality 
or substance of a transaction which complies with the 
letter of the specific tax law. Unfortunately, Holzman’s 
treatment does not differentiate clearly between the 
concepts of “sound business purpose” in the foregoing 
technical sense and purpose in a more personal sense 
akin to motivation. Gutkin and Beck in 25 pages estab- 
lish a more effective orientation toward the cases which 
follow than does Holzman in 60 pages of quotation- 
studded text. 

In Tax Avoidance vs. Tax Evasion the cases reported 
and analyzed in the basic chapter 2 are understandably 
divided between those dealing with the avoidance prob- 
lem and those illustrating devices used in evasion con- 
tests. The latter category is further subdivided between 
civil and criminal evasion. The topical headings used in 
the section on avoidance cases are not unlike the single 
set of headings used by Holzman for his chapter 2 cases, 
Thus, some of the headings common to the two books 
are: reorganizations, assignment of income, partner- 
ships, debt vs. equity financing, and sale and lease-back. 
Holzman’s coverage of cases is more extensive. Since 
his subject is more limited, he employs fewer topical 
headings, and his case inclusions are more comprehen- 
sive. Under the “reorganizations” topic, for example, 
Gutkin and Beck list only 6 cases in contrast to almost 
100 by Holzman. The joint authors have selected cases 
for their illustration value, and have emphasized lead- 
ing cases in the several areas. 

The double-column arrangement of case materials 
is employed consistently and effectively by Gutkin and 
Beck. In the “avoidance” section, for example, the col- 
umn headings are “avoidance technique” and “find- 
ings.” The first column presents a careful statement of 
the business facts and of the issue presented. The sec- 
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ond column typically states the findings of fact or ulti. 
mate conclusions of fact drawn by the court, and the 
conclusion of law in the cited case. The reader soon de. 
velops confidence in the continuance of this dual ar. 
rangement. 

A dual-column arrangement is used also by Holzman, 
His column-headings are “taxpayer’s argument” and 
“findings.” The criticisms noted in the review of Holz- 
man’s Arm’s Length Transactions (THE ACCOUNTING 
Review, April, 1959) apply also to the currently re. 
viewed book by Holzman. Only lip-service is given to 
the column approach. 

The second and third sections of Gutkin and Beck’s 
chapter 2, on evasion devices, are more comparable be- 
tween themselves than either of these two sections is 
with Holzman’s chapter 2. The captions under which 
the illustrative cases are collected are basically similar. 
These include “fictitious transactions and entities,” 
“dummies and straw-men,” “handling and mishandling 
books and records,” and “reliance on tax adviser.” The 
main distinction between civil evasion and criminal eva- 
sion cases is in the degree of proof required of the gov- 
ernment. 

The greatest similarity between the two books is in 
chapter 3. Here the captions used in chapter 2 are ar- 
ranged alphabetically, and the cases related to each 
caption are collected in alphabetic order. The chapter 3 
arrangement of cases has more significance for the Gut- 
kin and Beck book, since Holzman’s chapter 2 used only 
a single scheme of captions. Furthermore, the cases 
could have been ordered in alphabetic sequence by 
topic and by case name in chapter 2, inasmuch as the 
logic of the actual arrangement of cases there is not evi- 
dent. 

Under the general arrangement adopted for the 
books in this series, the final chapter is labeled “‘Steps 
To Be Taken.” The reference, however, varies with the 
nature of the subject and, apparently, with the per- 
sonal inclination of the author. Holzman recasts the ma- 
terials of chapter 1 in a set of Do and Don’t molds. 
These are followed by certain general admonitions, such 
as “watch the time sequence,” “be realistic,’ and be 
technically sound; and some emphasis is placed on forms 
of documentation in corporate minutes and letters. 

Gutkin and Beck continue to differentiate the prob- 
lems of avoidance and evasion. Their section on steps 
to be taken to avoid taxes represents an orientation 
toward the broad substantive area of tax law and is 
directed to the professional activities of the tax adviser. 
A brief statement of general considerations is followed 
by an enumeration of detailed considerations designed 
tc illustrate the use of check lists. The latter are related 
to tax problems of the family, real estate, insurance, 
the business enterprise, and the family foundation. The 
authors expressly disclaim any purpose of suggesting 
means of evading taxes. The concise statements of 
points associated with the handling of fraud cases 
should be a helpful refresher for accountants, and their 
greater knowledge of the procedural law may contrib- 
ute to more effective cooperation between the lawyer 
and the accountant in tax fraud cases. 

Harvey T. DEINzER 
Professor of Accounting 
University of Florida 
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Check List of New Texts in Accounting 


FUNDAMENTAL ACCOUNTING PRINCIPLES 


Revised Edition 
By WILLIAM W. PYLE, University of Oregon, and JOHN ARCH WHITE, University of Texas 


The subject matter of accounting is presented in an easily understood manner that empha- 
sizes both principles and whys of accounting. Numerous teaching aids are available. 


ACCOUNTING: A Management Approach 


Revised Edition 
By THOMAS M. HILL and MYRON J. GORDON, both of Massachusetts Institute of Technology 


Attention is focused throughout this volume on the accumulation, organization, and in- 
terpretation of accounting data relevant to the activities of the individual business enter- 
prise, particularly the corporation. 


AUDITING: Principles and Procedure 


Fifth Edition 
By ARTHUR \“. HOLMES, University of Cincinnati 


In this edition of the most widely used basic auditing text ever published, there is greater 
emphasis on internal control, and there is a closer tie-in between accounting theory and 
auditing. 


AUDIT PRACTICE CASE 


Fifth Edition 
By ARTHUR W. HOLMES, University of Cincinnati, and FRANCIS E. MOORE, Boston University 


This oustanding case, concerning the hypothetical Hollingsworth Gear Company, offers 
students a practical means of applying theory to practice under conditions similar to those 
encountered in an actual audit. 


AUDIT PRACTICE PROBLEM: Metalcraft, Inc. 


Third Edition 
By ARTHUR W. HOLMES, University of Cincinnati 


The problem is arranged and designed to give practice in the performance of an audit. 
Approximately 15 hours are required for the solution, exclusive of the report. Working 
papers are included. 


PRINCIPLES OF AUDITING 


Revised Edition 
By WALTER B. MEIGS, University of Southern California 


This book is planned to meet the needs of students who will enter the public accounting 
profession, do auditing work for a government regulatory agency, or enter the internal 
auditing division of a large corporation. 


AUDIT PRACTICE CASE: Midwestern Valve 
Manufacturing Co. 


By ROBERT L. GRINAKER and ROBERT E. SEILER, both of University of Texas 


The case's three volumes together constitute all the materials normally used in performing 
the field work for an audit and in preparing the final auditing report. May be used with any 
of the leading basic auditing texts. 


RICHARD D. IRWIN, INC. 


1818 Ridge Road Homewood, Illinois 
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ASSOCIATE MEMBERSHIP 


in the 


AMERICAN ACCOUNTING ASSOCIATION 
can be obtained by students 


FOR $2.00 PER YEAR ($6.00 for 3 years) 


Such membership includes a subscription to the ACCOUNTING REVIEW, which is mailed 
directly to the student. This is a quarterly publication, with issues in January, April, July, and 
October. Your first issue should reach you in about three weeks from the date of your order. 
As far as possible, new subscriptions will start with the latest issue already published at the time 
the subscription is received. Your subscription will start with earlier issues if you so request. 


Applications should be signed by instructors who are members of the American Accounting 
Association. 


Associate memberships are intended as a subsidy to students and are not designed for use by 
other persons. A subscription under an associate memberhip will not be honored if it is to start 
after a person leaves the status of a student. Applications for full membership or subscriptions 
to the Accounting Review are available for persons who are not students. 


A student who now is an associate member may request that such membership be extended while 
he is in the armed services. Such extension will be granted only for one year at a time and only 
if the regular fee is paid and is accompanied by an associate membership blank signed by the 
student's last instructor. Additional requests for extension may be submitted in the future for each 
year the student is in service. 


WRITE FOR A SUPPLY OF APPLICATION BLANKS 


AMERICAN ACCOUNTING ASSOCIATION 
The Ohio State University 
1775 South College Road 
Columbus 10, Ohio 


(Place your name on this advertisement and use it as an order form) 
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ACCOUNTING FOR NON-ACCOUNTANTS 


by John N. Myer, Co-ordinator of the Accounting 
Program, Management Institute, New York University 


Adopted by schools all over the country 
as the best text for brief accounting 
courses for lawyers, engineers, econo- 
mists, statisticians, credit men, investors, 
and business executives. $5.00 


“No better explanation of the fundamen- 
tal principles of accounting for the non- 
accountant.""—The Accountants Digest. 


counting for Non-Accountants, 32 pages, 
6 x 9, 50¢ a copy. 


Practice Material to Accompany Account- 
ing for Non-Accountants, 56 pages, 8/2 x 
11, $2.25 a package. 

Teacher's Manual. Free to teachers 
adopting Accounting for Non-Account- 
ants. 


Now Available: Coming in the Spring of 1960: 
Laboratory Problems to Accompany Ac- Cost Accounting for Non-Accountants 


NEW YORK UNIVERSITY PRESS NEW York 3 


WE NEED YOUR NEW ADDRESS IF YOU HAVE MOVED 


Mail us this form or a postal card. Postal authorities will not forward to you your 
copy of the ACCOUNTING REVIEW. In fact, we must pay a postage charge for the 
return of undelivered copies to us. 

IN ORDER THAT WE MAY MAKE THE CHANGE PROMPTLY, PLEASE 
SHOW: 


2) Status (check one): (a) Member; (b) Subscriber; (c) Associate (student) Member. 
3) Subscription Expiration date—if a Subscriber or Associate Member ........... 
5) New Mailing Address (show postal zone number) ................-0seeeeeeeee 
6) If a Member, your new school or firm affiliation, and your new rank or position 


Unless Your Change of Address Notice Reaches Us One Month Before an Issue Is 
Mailed, We Cannot Promise to Replace Undelivered Copies. Please help us to 
maintain correct and current mail records. 


AMERICAN ACCOUNTING ASSOCIATION 
The Ohio State University, Columbus 10, Ohio 
1775 South College Road 


(Cut this out, fill in the information, mail it to us.) 


PRENTICE-HALL 


A comprehensive coverage of corporation accounting problems, a procedure for 
management decisions on proposed capital outlays, and a step-by-step 
method for solving introductory accounting problems. 


INDUSTRIAL ACCOUNTING, 2nd Edition 
by SAMUEL WALDO SPECTHRIE, Roosevelt University 


The new 1959 INDUSTRIAL ACCOUNTING, retains all the merits of the earlier text. The 
changes are only in modernization and amplification. The emphasis in the questions is pointed 
toward making the student “think” accounting. The author believes that the ability to distinguish 
between admissible and inadmissible inferences drawn from accounting presentations is the mark 
of the successfully trained student. He has designed the new edition to implement the development 
of this ability. 

Among the features of the new, revised text: 1. Incorporates the terminology recommended by 
the American Institute of Certified Public Accountants; 2. Includes five entirely new chapters: 
three on general accounting and two on cost accounting; all other chapters revised or expanded; 
3. Contains totally rewritten chapters on Financial Statement and Process Cost Accounting; 4. In- 
creases the material available for homework and laboratory assignments, and class discussion 
through expansion of the two _—_ sets and increase in number of problems (from 76 to 135) 
and questions (from 206 to 549); 5. Designed for the use of students who have no background 
courses in management, finance, or business law. 


Published 1959 583 pages Text price $7.50 


FINANCIAL ANALYSIS FOR MANAGEMENT 


> nag B. LEWIS, General Partner E. F. Hutton & Co., Members, New York Stock 
xchange 


Effective, crystal-clear procedure for the precise analysis of future capital outlay. A major contri- 
bution to the field, and especially to those Accountants who must advise and help their clients to 
direct funds into more profitable channels. This great new text presents 37 life-size exhibits of 
forms illustrating treatment of numerous problems of analysis, all supported by figures and ex- 
amples. It offers at a glance the profit contribution of any division, segment, branch, region, or line, 
or other sub-classification. It offers a technique for grading up profits through better product mix 
and diverting capital into more profitable channels. A series of exhibits show the steps to be taken 
in measuring, weighing, and choosing between two or more alternatives for greater profit. There 
are 10 tested rules for appraisal of proposed capital outlay, and a brilliant new method of finding 
the rate of return on a proposed investment by isolating 7 key figures. Collected in this one com- 
plete text are all the necessary techniques for the preparation and presentation of simple to read, 
easy to prepare, precisely accurate financial analyses. 


Published 1959 190 pages Trade price $25.00 


HOW TO SOLVE INTRODUCTORY ACCOUNTING PROBLEMS 
by W. ROGERS HAMMOND, Georgia State College 


This new “how-to” book was prepared to help students solve introductory accounting problems. 
Ideally suited for use with any standard text it provides a step-by-step approach to all types of 
problems. 

Wherever possible, complex procedures and techniques are reduced to a series of simplified rules 
and guides. Among them are: rules for balance sheet preparation, rules for drawing a trial balance, 
rules for recording in and posting from special journals, five ways to calculate goodwill, and steps 
in solving conversion problems. This is a text which can answer quickly almost any questions on 
technique, substance, or procedure which arise as the student works out problems in his text. 
Each chapter in Part I provides an exhaustive treatment of a topic in the basic accounting or book- 
keeping cycle. Part II deals with such selected problem topics as: Perpetual Inventory, Problems, 
Fixed Asset Problems, and Interest and Discount Problems. 


The author's purpose is to simplify problem-solving for students without burdening them with an 
unending array of problems. 


Published 1959 272 pages Text price $2.95 


To obtain approval copies promptly, write BOX 903 
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PUBLICATIONS 


A single proprietorship approach to elementary 
the standard text on governmental accounting, and a 
thorough coverage of auditing theory and procedures 


FUNDAMENTAL ACCOUNTING: Theory and Practice, 2nd Edition 


by STANLEY TUNICK and EMANUEL SAXE, both of the Bernard M. Baruch School of 
Business and Public Administration, The City College of New York 


As nearly self-teaching as a text can be, this book meets the needs of two groups of students— 
those who intend to specialize in accounting and those who are studying it as a tool subject. 
CONTENTS: The Business Background of Accounting. The Fundamental Equation of Accounts. 
The Ledger and Accounts. Journalizing and Posting—The Trial Balance. The Work Sheet and 
Closing Entries. Accounting Records for a Trading Business. Business Papers and Procedures. 
Special Journals—Columnar Books. Controlling Accounts. Accounting for Cash. Adjusting Entries: 
Accruals and Deferrals. Adjusting Entries: Depreciation, Bad Debts and Related Problems. The 
Work Sheet—Classified Financial Statements. Negotiable Instruments. Accounting for Negotiable 
Instruments (2 chapters). Voucher System, Partnership Accounting. Admission of a Partner. Special 
Partnership Problems. The Corporation. Corporation Accounting. Accounting for ae ge pte Bonds. 
A 


The Sale of a Business. Manufacturing Accounts, Cost Accounting. Departmental Accounting. 
Managerial Aspects of Accounting. Tax ts of Accounting. An Integrated Summary of Account- 
ing Theory. Appendices. 

Published 1956 852 pages Text Price $7.50 


MUNICIPAL AND GOVERNMENTAL ACCOUNTING, 3rd Edition 


by IRVING TENNER, Roosevelt College 


A “must” for the student preparing for a government position, this text’s wide coverage offers 
essential information on the various types of accounting systems used in municipalities and other 
forms of government. 

Tenner explains how principles are aes in everyday practice and aids students in gaining an 
extensive knowledge of related financial aspects of governmental operations. 

CONTENTS: Principles and Standards of Governmental Accounting. Classification of Accounts. 
Budgeting. The General Fund Balance Sheet. General Fund Revenues. General Fund Ex itures. 
Bond Funds. Special Assessment Funds. Sinking Funds. Trust and Agency Funds. Working Capital 
Funds. Utility or Other Enterprise Funds. General Fixed Assets. General Bonded Dept and Interest 
Inter-Fund Relationships. Cash. General Property Taxes. Fixed Assets. Liabilities. Auditing and 
Financial Reporting. Accounting for Hospitals. Accounting for Colleges and Universities. Cost 
Accounting. Appendices—Index. 


Published 1955 569 pages Text price $7.50 


AUDITING PRINCIPLES 
by HOWARD F. STETTLER, University of Kansas 


This text portrays accurately the work and viewpoint of the practicing auditor in a way that will 
appeal to the teacher of auditing and be understandable and simulating to students. 
CONTENTS: Audits—What and Why. Independence: Keystone of a Profession. Internal Control. 
Evidence. The Auditor's Approach. Receivables. Cash. Inventories. Investments. Property, Plant, 
and Equipment. Other Assets. Liabilities. Owners’ Equity. Revenues and Income. Costs and Ex- 
penses. Other Audit Considerations. Standards of Reporting—Short Form Report. Long Form Re- 
ports. APPENDIX: (A) Internal control questionnaire (A.I.A. Case Study on Internal Control, 
No. 2). (B) Summary and conclusions—S.E.C. investigation in re McKesson & Robbins, Inc. (C) 
Extensions of auditing procedure (A.I.A.) (D) Rules of professional conduct. (E) Statistical in- 
terpretation of auditing test checks, 


Published 1955 728 pages Text price $7.50 
for approval copies, write BOX 903 


be PRENTICE-HALL, Inc. 
Englewood Cliffs, New Jersey 
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PACE ACCOUNTING TEXTS 


The Pace accounting texts listed below, in their various editions, have been in uninter- 
rupted use for over half a century. Following the plan of student registration—one term at a 
time—each volume is designed as a rounded-out unit for one semester. Maximum erie and 
to programs of various lengths is thus provided. No supplemental materials are needed. 
volume contains problems ample both for classroom demonstration and for home assignment. 
perv examination copies sent to schools upon request. Instructors’ keys provided on 
adoption. 


BASIC ACCOUNTING—Part I (New edition, September, 1959) 


Covers procedural aspects and basic records, from inception of a business to its ultimate 
termination. Basic concepts and principles are stressed. 


BASIC ACCOUNTING—Part II (new edition scheduled for January, 1960) 
Deals with accountants’ work papers; system development; partnership, simple corporate, 


and manufacturing accounts; analysis of statements; funds statements; 
and professional aspects of accounting. 


CORPORATION ACCOUNTING 


Treats all major aspects of accounting peculiar to the corporate form of organization, in- 
cluding mergers, consolidations, and comprehensive corporate financial statements. 


COST ACCOUNTING 


Covers general accounting for costs; process, joint, job, estimated, standard, and distri- 
bution costs; break-even computations and charts; and direct costing procedures. 


SPECIALIZED ACCOUNTING 


Deals with domestic branches; foreign branches; department store ures; installment 
sales; consignments; financing receivables; decedents’ estates; ptcies; general non- 
profit institutions; and municipal accounts and procedures. 


AUDITING 


Considers auditor’s objectives and responsibilities, and generally accepted auditing stand- 
ards; and presents a detailed exposition of the techniques and procedures whereby the 
auditor accomplishes the audit objectives. 


COMPREHENSIVE ACCOUNTING PROBLEMS— ols. I and II 
(Mimeo, bound) 


Business Law Texts 


Inrropuction To Law AND Law or Contacts Law or CorPoRraTIONns 
Acency anp Revations Law or NecoTiusie INsTRUMENTS 
Law oF PARTNERSHIP (scheduled for January, 1960) 


PACE & PACE 


296 Broadway New York 7, N.Y. 
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“,,. penetrating analysis of the art of auditing.” 
—The New York Certified Public Accountant 


INTEGRATED AUDITING 


SIDNEY W. PELOUBET, CPA, and HERBERT HEATON, CPA 


An expert analysis of over-all auditing patterns, 
opening page way to a clear understanding of the why 
and how of modern auditing. The book treats audit- 
ing of punch card and electronic records, reconcilia- 
tion, internal controls, and standards for auditi 
statements. The authors, who are associated w 
Pogson, Peloubet and Company, explain the Geliee- 


INTERNAL AUDITING 


ke A. CPA, New York University 


Revised by JAMES 


Second Edition. Authoritative guidance in internal 
auditing—its nature, functions, and methods of pro- 
cedure. This pioneer textbook offers the most com- 
prehensive treatment of the subject available. It 
emphasizes internal auditing as an important aid to 


tion, supervision, and review of auditing work; il- 
lustrate working paper preparation. A detailed Staff 
Training Program at the end of the book relates each 
phase of the audit to the problems met in typical 
situations. Assignments and cases provide practice 
material for each chapter. 3] ills.; 272 pp. $7 


management control in evaluating policies and pro- 
cedures for increasing efficiency and eliminating 
waste. “A very competent and teachable text. 

George Frances, Los Angeles State College. 
Instructor's Manual and Problems and Questions 
Manual available. Illus.; 478 pp. $7 


BUDGETING — principles AND PRACTICE 


HERMAN C. HEISER, CPA, Partner, Lybrand, Ross Bros. & Montgomery 


This recently published book presents budgeting 
in full perspective as a prime management tool for 
continuous profit planning and profit control. Using 
the practices of well-run companies as examples, it 
explains measurement ef deviations from expected 
performance standards—how to analyze quickly 


changes in net income and rate of return, how to con- 
trol variable costs, etc. A complete budget in finished 
form serves as a tangible framework for the princi- 
ples discussed, and points up essential relationships 
within the various segments of the budget. Fully in- 
dexed. 95 forms, ills.; 415 pp. $10 


Also by Partners of 


Mahon, McCullough, Rich 


Rappaport 


LYBRAND, ROSS BROS. & MONTGOMERY 
MONTGOMERY'S AUDITING, 8th Ed., Lenhart, Defliese 
MONTGOMERY'S FEDERAL TAXES, 37th Ed., Edited by Bardes 


SEC ACCOUNTING PRACTICE and PROCEDURE, Rev. Print., 


RETAIL MERCHANDISE ACCOUNTING, 2nd Ed., Bell 


see sees $25 


COST ACCOUNTING 


THEODORE LANG, CPA, New York 
MICHAEL 


Columbia University; and 


A well-balanced textbook designed to give the stu- 
dent a thorough, realistic knowledge of modern cost 
accounting. Specific procedures and mechanics are 
discussed and the reasons underlying them are ex- 
plained. Emphasis is placed on the early treatment 


; WALTER B. McFARLAND, 
CPA, New York University 


of process costs, and full coverage is given to standard 
costs, forward planning, and comparative cost analy- 
sis. Sin, “Admirable combination of comprehensive treat- 


ment and comprehensible style.”. —Aeccount- 
ing Review. | M and three 
sets available. 199 forms, charts; 741 pp. $7 


THE RONALD Press COMPANY 


15 East 26th Street, New York 10, New York 


.... $12.50 


splendid text...” 


MANAGERIAL ACCOUNTING 
An Introduction 


by HAROLD BIERMAN, JR., Associate Professor of Accounting, 


Cornell University 


Designed for beginning courses, this text treats areas of importance to 
the non-major and also provides a solid foundation for those planning 
to specialize in accounting. It combines a concise, comprehensive study 
of the conventional accounting cycle (seven short chapters) with valu- 
able material often thought too difficult for beginners. 


“An introductory text for the student or executive who is primarily inter- 
ested in learning about accounting as a tool of management. . . . Covers 
basic principles of accounting and then goes on to show applications to 
specific management problems such as cost control, inventory control, 
and management reporting.’—Advanced Management.* 1959, 483 
pages, $7.50 (text edition) 


Fall adoptions include: Stanford University, Boston Teachers Col- 
lege, University of Oregon, Grinnell College, University of Southern 
California, Northwestern University, University of Arkansas, Southern 
Methodist University, Emory University, John Carroll University, 
Temple University, Villanova University, San Francisco State College 
and Canisius College. 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11, N.Y. 


AS IS) 


| 


IAS FOR 


IAS, of course, is not in competition 
with colleges or universities. Operating in the field of 
adult education, its function is to provide complete 
technical training in accounting and allied subjects, as well as refresher 
or advanced courses to those with previous accounting training. Also, in these 
complex times many with excellent educational 
backgrounds in the arts or sciences discover a 


: need for professional training in accounting. 
One or more college : — * Throughout the country many university instructors 
degrees frequently are in accounting make it a point to suggest IAS when they 
noted among the =: are asked to recommend a good home-study school. We 
listed qualifications are grateful for their fine co-operation. 
of IAS enrollees. 
@ The IAS elective plan enables the student to concen- 
During the past trate his study efforts on those subjects that are a matter 
nine years* 13,425 of practical concern in his work. Through home study, 
men and women who had =: college graduates and others in need of refresher 
courses of additional advanced training can add to 
enrolled for TAS training, by making 


During that same period 
more than that number 
of others whose college 
or university programs 

had been interrupted 
prior to graduation 


The school’s 24-page Cata- 
logue A is available free upon 
request. Address your card or 
letter to the Secretary, IAS 


also enrolled. 
INTERNATIONAL ACCOUNTANTS 
January, 1950 SOCIETY, INCORPORATED 
through A Correspondence School Since 1903 
December, 1958 209 WEST JACKSON BOULEVARD © CHICAGO 6, ILLINOIS 


AS ISAN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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LEADING TEXTBOOKS... 


The 7th Edition 


ACCOUNTING PRINCIPLES 


By Howard S. Noble, C.P.A. and C. Rollin Niswonger, C.P.A. 


This book was written by two qualified authors who are successful teachers and 
accountants. They have drawn from their experience and knowledge to build a 
book that is strong in theory—balanced with application. The treatment of theory 
is in accordance with the best professional practice. When two methods are pre- 
sented, each is given separately and then compared. There is a regular emphasis 
throughout the book on the “why” of accounting. The recommendations of all 
authoritative sources have been carefully followed. Questions, exercises, and 
problems are given at the end of each chapter. Many problems contain review 


material to help in the retention of principles and procedures previously covered. 


NEW CORRELATING VISUAL AID MATERIAL 


Seventy-one transparencies are available for use with the seventh edition of ACCOUNT- 
ING PRINCIPLES. These transparencies can be used on any overhead projector to illustrate 
basic accounting procedures and concepts as an instructor lectures in a fully-lighted room. 
These new materials include the following: 


Demonstration Problems and Notes, Chapters 1-15 
Demonstration Problems and Notes, Chapters 16-30 
48 Transparencies, Chapters 1-15 

23 Transparencies, Chapters 16-30 

Instructors’ Manual, Chapters 1-15 

Instructors’ Manual, Chapters 16-30 


Request examination copies of the above book and those on the opposite page from our 
nearest office if you can consider any or all for adoption. 


= | 


...FOR ACCOUNTING THEORY 


COST 
ACCOUNTING 
2nd Edition 
By Matz, Curry, and Frank 


The second edition of COST ACCOUNT- 
ING provides a comprehensive treatment 
of the modern developments in the field. It 
emphasizes cost accounting as a “tool of 
management.” The subject matter is pre- 
sented with four basic points of view in 
mind: (1) cost principles, (2) cost de- 
termination procedure, (3) cost control, 
and (4) cost analysis. 


The student is started off in the first chapter 
on the familiar ground of the annual state- 
ments used in general accounting. He is 
carefully led from that point to the costing 


features in a logical, chapter-by-chapter 


learning process. 


There is a wealth of good, challenging 


problem material in COST ACCOUNT- 
ING, Second Edition. Some problems in 
the advanced chapters take on the aspects 
of a “case” moving through several possi- 
ble alternatives. A total of 222 exercises 
and 190 problems are included. 


Three practice sets are available: job order, 


process, and standard. 


READINGS IN 

COST ACCOUNTING, 
BUDGETING, AND 
CONTROL 


Edited by William E. Thomas 


Compiled under the sponsorship of the 


READINGS IN COST ACCOUNTING, 
BUDGETING, AND CONTROL is the 
outgrowth of some planning on the part of 
the executive committee of the American 
Accounting Association when considering 
the needs of teachers of cost accounting and 
budgeting. It was agreed that a collection of 
readings would be the best means to use to 
supplement the textbooks by presenting the 
various, and sometimes contradictory, 
views of leading practitioners and teachers, 
and to provide an intellectual challenge to 
the student. 


The nature of the material in the book 
makes it an effective supplement to the 
regular cost accounting textbook. It will 
also serve as a valuable source book for 
every accounting instructor and should be 
available in all college or school of business 
libraries. 


All royalties on this book are paid to the 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 
Cincinnati 27 * New Rochelle, N.Y. * Chicago 5 © San Francisco 3 ¢ Dallas 2 
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IMPORTANT BOOKS FROM 
THE McGRAW-HILL ACCOUNTING SERIES 


Norton M. Bedford, Consulting Editor 
University of Illinois 


Easton and Newton—Accounting and the Analysis of Financial Data, 450 
pages, $7.00 


MacFarland, Ayars, and Stone—Accounting Fundamentals, 623 pages, $6.75, 
Third Edition 


Taylor and Miller—Intermediate Accounting, Second Edition, 667 pages, 
$7.50 


Foulke—Practical Financial Statement Analysis, Fourth Edition, 712 pages, 
$10.50 


Taylor and Miller—C.P.A. Problems, 640 pages, $7.00 

Walker and Davies—Industrial Internal Auditing, 323 pages, $6.00 
Blocker and Weltmer—Cost Accounting, 623 pages, $6.90 
March—Cost Accounting, 558 pages, $6.95 

Henrici—Standard Costs for Manufacturing, 336 pages, $6.50 
Keller—Management Accounting for Profit Control, 435 pages, $7.25 


Smith and Ashburne—Financial and Administrative Accounting, 493 pages, 
$7.00 


Send for Copies on Approval 


McGraw-Hill Book Company, Inc. 


330 West 42nd St. New York 36, N.Y. 


2 

q 


Distributed only in U.S.A. by us, For The Law Book Co. 
of Australasia Pty Ltd 


Adamson of on Greater Production 8.50 
Barton Auditing 4.30 Budgetary as 3.75 
Baxter Accounting, Studies in 4.10 Scott Cost Accounting 3.45 
Beown Costs and Prices 3.790 Sidey Valuation of Shares 3.10 
Chambers Accounting and Action 3.35 Solomons Studies in Costing 6.25 
Chambers Fleenciel Management 6.95 Webb Depreciation of Fixed Assets 6.10 
Chambers Cengeny 1008 Yorston & Elementary Accounting 1.65 
Foenander Better Employment Relations 3.85 adel shove 2.308 
Goldberg An Outline of Accounting 2.85 
Geegory Control by Use 
3.75  Yorston & Aunual Reports of Companies 10.85 

Irish Auditing 5.45 Yorston, et al Accounting Fundamentals 3.85 
Mathews & Inflation and Company eas Yorston, et al Model anewers to above 7.65 
Molesworth Landmarks in Logic 3.10 “Semch & Volume 1, 4th Ed. 1957 6.95 
Scott Australia and the Challenge Brown Model answers to 65 
of Change 8.85 Volume 2, 4th Ed. 6.95 


PLACEMENT INFORMATION 


MBA, CPA, six years college accounting teaching experience, eight years public and 
industrial accounting experience, some advanced research and writing. Man desires 
permanent position on faculty of medium-sized college in accounting and business ad- 
ministration. Résumé on request. 

#4591 


Canadian Certified General Accountant with twelve years industrial experience desires 


ition in United States—preferably in the northwest. 
#4592 


We are also distributors for Gee & Co. (Publishers) Ltd., and MacDonald & Evans Led., 
of London, Write for complete catalogues. 
THE COUNTING HOUSE PUBLISHING CO., THIENSVILLE, WISCONSIN 


Accounting Home-Study 
made interesting and practical 
thru problem method 


MAIL COUPON FOR FREE SAMPLE LESSON 


OU know as well as we do that Account- 

ing fits many men for positions that pay 
5 to 12 thousand dollars a year and up—gives 
many other men unusual opportunity to start a 
profitable growing business of their own. 

You probably realize also that the accounting 
profession faces the greatest opportunity it has 
ever had. 

The only question is—just how practical is it 
for you to train yourself adequately in Account- 
ing through home study? 

And the answer lies in the LaSalle Problem 
Method. 

For this modern plan of training not only 
makes Accounting study at home thoroughly 
practical but makes it interesting as well. 

And here’s how: 


You Learn by Doing - 
pupgose it were your privilege every day to sit in 
conference with the auditor of your company or 
the head of a successful accounting firm. Suppose 
every day he were to lay before you in systematic 
order the various problems he is compelled to 
solve, and were to explain to you the principles 
by which he solves them. Suppose that one by one 
you were to work those problems out—returning 
to him every day for counsel and assistance— 

Granted that privilege, surely your advance- 
ment would be far faster than that of the man who 
is compelled to pick up his knowledge by study 
of theory alone. 

Under the LaSalle Problem Method you pursue, 
to all intents and pepe, that identical plan. 
You advance by solving problems. 


Only—instead of having at your command the 
counsel of a single individual—one accountant— 
you have back of you the organized experience of 
a great business training institution, the authori- 
tative findings of scores of able accounting spe- 
cialists, the actual procedure of the most successful 
accountants. 

Thus—instead of fumbling and blundering— 
you are trained in the solving of the very problems 
you must face in the higher accounting positions 
or in an accounting practice of your own. Step by 
step, you work them out for yourself—until, at the 
end of your training, you have the kind of abili 

business 


One Out of Every 13 of All CPAs 
is LaSalle Trained 


If you want still more proof, remember that over 
4500 CPAs—one out of every 13 of all those in the 
United States who have passed the difficult exami- 
nation for the CPA ificate—are LaSalle alumni. 
And knowing these facts, ask yourself if there 
can be any further question about the practica- 
bility of this training for you—ask rather if the 
real question is not about the size of your own 
ambition and the quality of your determination. 
For Accounting is no magic wand for the lazy or 
the fearful or the quitter—it offers success only to 
the alert adult who has the courage to face the 
facts and the will to on till the job is done. 
If you are that individual, the coupon below, 
filled out and mailed, will bring you free the infor- 
mation that may open up to you the future of which 
you have dreamed—ability and income and suc- 
cess. Is it not worth getting that information. 


Accredited Member, National Home Study Council 


LASALLE 


CHICAGO 5, ILLINOIS 


EXTENSION UNIVERSITY 
A Correspondence Institution 


LASALLE EXTENSION UNIVERSITY 


Dept. 1062-H 


A CORRESPONDENCE INSTITUTION 


417 S. Dearborn St., Chicago 5, lil. 


Please send me, free of all obligation, free Sample Lesson and your illustrated 
book “Opportunities in Accounting,” telling about the profession of account- 
ancy and your training for success in that field. 
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WE RECOMMEND 


FUNDAMENTALS OF ACCOUNTING, 


Perry Mason, American Institute of C.P.A. 
Sidney Davidson, University of Chicago 
James S. Schindler, Washington University 


After three successful editions this highly influential textbook has been carefully revised 
and updated to give a thorough and comprehensive explanation of the logic and basic 
theory underlying modern accounting practice. Giving particular attention to managerial 
accounting, the text now includes a full chapter on managerial applications of accounting, 
data. The chapter on depreciation has been completely revised to give decreasing charge 
methods equal emphasis with the straight line method, while the chapter on cash has been 
expanded to include new material on internal control. Individual chapters have been re- 
vised so that material on multi-column journals and specialized ledger techniques may be 
omitted. While emphasis on analytical, thought-provoking problems and questions has 
been retained, all exercises are new or completely revised. 1959 
Practice Set, Revised,* and Working Papers in preparation 


THEORY AND TECHNIQUE 
OF COST ACCOUNTING 


Revised 
Lawrence L. Vance, University of California, Berkeley 


This revision maintains the emphasis on management's use of cost accounting data and 
records that distinguished the original edition. Highlighting this edition is an additional 
chapter on process cost, which develops unit cost calculations where units are added in 
process, material on standard cost variance analysis in a single chapter, and an additional 
chapter on direct costing. 1958 


Teacher’s Manual,* Job Order Practice Set, Teacher’s Manual for Practice 
Set,* Standard Cost Practice Set, Teacher’s Manual for Practice Set* 


* Provided free to teachers on request with adoption 
of five or more copies of the text or practice set. 


HENRY HOLT AND COMPANY, INC. 


383 Madison Avenue, New York 17, N.Y. 
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CO-ORDINATED 
ACCOUNTING SERIES— 


Available to Universities, Colleges, and Business 
Schools for Classroom Instruction 


CONSTRUCTIVE ACCOUNTING 


The sixth edition brings up to date this time-tested course, which incorporates 
teaching experience dating back to 1910. A unique and effective approach to the 
study of Accounting. Detail work held to a minimum by use of special forms. 


Lectures, Problems, Theory Questions, Instructions for Practice Set Work 
Single Proprietorship, Partnership, and Corporation Practice Sets 
ADVANCED ACCOUNTING | 


Full treatment of advanced corporation accounting, partnership accounting, state- 

ment of new assets and their applications, funds, reserves, valuation accounts, 

surplus appropriations, preparation, analysis and interpretation of statements. 
Lectures, Problems and Theory Questions 


ADVANCED ACCOUNTING Ii AND AUDITING 


Professional training in mergers, consolidations and consolidated statements; spe- 
cial advanced subjects; auditing and audit case. Available in three units. 


Lectures, Problems, Theory and Auditing Questions, Audit Case 
COST ACCOUNTING 


Principles and procedures of factory cost accounting with emphasis on the value of 

costs for managerial control and on methods of installation and operation. 
Lectures, Problems, Theory Questions, Instructions for Practice Set Work, 
Specific Order and Process Costs Practice Sets, Standard Cost Case 


OTHER WALTON PUBLICATIONS 


Municipal Accounting Math. of Acctg. & Finance (2 Vols.) 
Stock Brokerage Accounting Business Law (4 Vols. & Workbooks) 
C.P.A. Exam. Review Office Procedure & Practice 


Printed Solutions, Answers, and Master Practice Sets are available. 
You Write Now For Examination Copies To 


111 NORTH WABASH AVENUE CHICAGO 2, ILLINOIS 


__WALTON PUBLISHING COMPANY_| 
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[.P.A. Problems: Complete Review Course 


Volume 1: Problems, Volume 2: Solutions 


By ARNOLD W. JOHNSON, New York University; and 
EVROUL S. GERMAIN, Syracuse University 


This newly published two-volume 
set is aimed specifically at preparing 
students for the CPA examination, The 
144 problems in Volume 1 are based 
on a careful study of many past and 
current CPA examinations. Problems 
of a type appearing most frequently in 
recent examinations are also the type 
of problems appearing most pas wed 
in the book. All problems, and their 
solutions, stress modern precepts of 
principles of accounting, evaluation ac- 
counting, and statement presentation. 
Placed in 17 major topical groups, 
these problems are directed specifically 
at the accounting-practice section of 
the CPA examination. They deal with 
topics that are not liable to become 
dated by changing rules and regula- 


tions. For example, the income tax 
problems are those whose income-tax 
considerations are well defined and 
have a reasonable measure of assur- 
ance of remaining constant in the near 
future. An estimate of the time re- 
quired for solution is indicated for 
each problem. 

Problems are divided into parts and 
keyed to corresponding parts of the 
coliiias in Volume 2. The format of 
the solutions volume is identical to the 
problems volume for maximum ease of 
usage. In many cases, work sheets are 
provided showing the step-by-step de- 
velopment of the solutions. 

“I like this text very much for a prob- 


lems course.” Lowell Chapman, Fer- 
ris Institute. 


144 PROBLEMS FULLY COVER... 


Bonds payable—Budgets—Consignments—Consolidated financial statements 
—Cost accounting—Funds, statement of source and application of —Govern- 
mental and institutional accounting—Home office and branch—Iinstallment 
sales—Insurance—lInventory revaluation—Mergers and reorganizations— 
Partnerships—Special purpose statements—Statement analysis—Statement 
preparation, revision, and correction—Miscellaneous problems 


(Each of these sections is preceded by a detailed de- 
scription of the specific problems that it contains.) 


ALLYN and BACON 
150 Tremont Street and 


College Division 
Boston I1, Mass. 
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... anew 3rd edition of 


ACCOUNTING 
SYSTEMS 


by 


INSTALLATION 
METHODS 
AND 
PROCEDURES 


JOHN J. W. NEUNER, C.P.A., College of The City of New York 


and 


ULRICH J. NEUNER, Jersey City State Teachers College 


TABLE OF CONTENTS 


PART I PRINCIPLES AND PROCEDURES OF 
ACCOUNTING SysTEMS WoRK 


1 The Nature of Accounting Systems Work 


2 Preliminary Survey of the Business Firm—Steps in the 
Systems Design and Installation 


$8 The Design and Use of Business Papers and Forms 

4 Books of Original Entry—Journals and Forms 

5 Books of Final Entry—The Ledgers 

6 Basic Mechanical Equipment and Auxiliary Devices 
7 Basic Principles and Practices of Internal Control 

8 Accounting and Control of Purchases and Inventories 
9 Accounting Systems Installation Work for Payrolls 

10 Systems Installation for Sales Transactions 

11 Systems Installation for Cash Transactions 

12 Punched-Card Accounting Methods 
18 Integrated Data Processing and the Accounting System 
14 Electronic Data Processing in the Accounting System 
15 The Accounting System Installation Report 


PART II Appiiep ACCOUNTING SysTEMS 
AND PROCEDURES 


16 Applied Accounting Systems and Procedures—Mercan- 
tile and Trading Firms 

17 Systems Installation for Manufacturing Concerns 

18 Applied Accounting System Procedures—Manufacturing 
Concerns 

19 Applied Accounting Systems and Procedures—Service 
Types of Businesses (Part I) 


20 Applied Accounting Systems and Procedures—Service 
Types of Businesses (Part II) 


In recognition of the many recent 
changes in accounting systems, pro- 
cedures, and practices, this well- 
known textbook has been com- 
pletely revised. 


As in the previous editions, prac- 
tical illustrations and discussions 
stress the principles and practices 
for most efficiently accumulating, 
recording, and reporting account- 
ing information. Featured in this 
new edition is an up-to-date and 
expanded coverage of the account- 
ing systems which have been made 
possible by the advent of modern 
mechanical devices, electronic data 
processing, and integrated data 
processing. 


An Instructor’s Manual which in- 
cludes complete solutions to all 
problems is available on adoption. 


1959 577 Pages 
Text Price $7.00 


INTERNATIONAL 
TEXTBOOK 
COMPANY 


Scranton 15, Pennsylvania 


AMERICAN ACCOUNTING ASSOCIATION 
R. Carson Cox, Secretary-Treasurer 
The Ohio State University 
1775 South College Road 
Columbus 10, Ohio 


in Shad 


I. Mi pee-Se. 3, AN INTRODUCTION TO CORPORATE ACCOUNTING STAND- 
ARDS by Paton and Littleton. (Reprinted in 1955) ($2.00 per copy, including postage.) 


II. Monograph—No. 5, STRUCTURE OF ACCOUNTING THEORY by Littleton. (Reprinted 
in 1959) ($2.00 per copy, including postage.) 


Ill. eg oto 1, 2, and 4 are out of stock; No. 4 can be obtained from the Foundation 
Flatbush Ave. Ext., Brooklyn 1, New York. 


IV. Price Level Changes and Financial Statements, Case Studies of Four Companies by Ralph 
C. Jones, 192 pages $3.00 
Price Level Adjustments, Basic Concepts and Methods by Perry Mason, 32 pages 
Combination Price 
Effects of Price Level Changes on Business Income, Capital and Taxes, by Ralph C. Jones, 


1 $-25 
99 pages 


Combination price for above 3 volumes, paper 
Combination price—First 2 volumes paper, 3 vol. cloth 6.75 


V. Booklet--ACCOUNTING AND REPORTING STANDARDS FOR CORPORATE FINAN- 


CIAL STATEMENTS AND PRECEDING STATEMENTS AND SUPPLEMENTS, $.50 
per copy. 


VI. MEMBERSHIP ROSTER—February 1, 1959 ($2.00 per copy) 


VII. Index—THE ACCOUNTING REVIEW-—1926-1950 ($2.50 per copy) 1951-1955 ($2.50 per 
copy) 
of the American Association of University Instructors in Accounting (Predeces- 
Accounting Association) ($1.10 per copy, including postage.) 


Vol. I, No. 1, May 1917 Vol. IX, No. 1, Feb. 1925 
Vol. VIII, No. 1, June 1924 Vol. IV, No. 2, Dec. 1925 


IX. THE ACCOUNTING REVIEW 


ACCOUNTING REVIEW 


1959—Jan.. J 
X. A-SSURVEY OF ECONOMIC ACCOUNTING, by National Income Committee, 112 pages, 
$2.00 per copy. 
XI. A STATEMENT OF ACCOUNTING PRINCIPLES, by Sanders, Hatfield, and Moore. 
(Reprinted in 1959) ($1.00 per copy, including postage.) 
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